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Let This Book Take Your Place
on audits. Then you will know that every audit will be just as well done as though you were in your
client’s office in person. And you will be sure that the bearing of your staff men will be such as to
keep your reputation safe and build up good will for you among your clients. HOW TO AUDIT
is an instruction book for your Audit Staff.
From time to time a widely known New York firm of
Auditors and Public Accountants supplied its staff auditors
with instruction sheets covering the various fine points of
auditing. These gradually grew up into a manual of in
struction for the use of the firm’s auditors, which covered
in detail the exact procedure to be followed in auditing the
books of nearly any kind of a business. It has now been
printed in book form.

There are also standard paragraphs covering the points
which most often require comment in a report. They have
been carefully edited to make sure that they say accurately
and clearly what needs to be said, and that they are free
from the jargon which the unskilled writer in any profession
is likely to fall into.

“HOW TO AUDIT” is a cloth bound book of 112 pages,
containing besides the text, 18 forms used by auditors and
the approved forms for statements.

“HOW TO AUDIT” is not a text book of accounting. It
is only for the man who is, already, an accountant. But
it is a complete guide by which he can check himself up on
every step in an audit. It also gives valuable pointers on
how to impress the client favorably and so build up good
will.

The rules are based upon the Federal Reserve Bank’s
recommended methods and the methods found best in
the many years’ practice of a large firm of auditors.

The price of HOW TO AUDIT is $2.00. Quantity discounts
are given when several copies are ordered at one time.

THE McARDLE PRESS, Inc.

NEW YORK CITY

705 THIRD AVE.

Duties of the Junior Accountant
By W. B. REYNOLDS and F. W. THORNTON
Published under the Endowment Fund of the American Institute of Accountants

THIRD EDITION
The third edition of Duties of the Junior Accountant is now ready for
delivery.
This standard guide for the junior accountant has established itself in
most of the prominent accounting offices.
Every junior should have it with him to show him what to do and how to
do it.
The volume consists of 107 pages and is of convenient size
The American Institute of Accountants,
1 Liberty Street, New York.

Gentlemen :
Enclosed find $............................. for which send.................................................... copies of “Duties of the Junior
Accountant.” at $1.00 a copy, to the following address:
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Seven Gold Medals

In the November 1919 Illinois C. P. A. Examinations Mr. Kenneth McNeil, a
Walton student, was awarded the gold medal given by the Illinois Society of
Certified Public Accountants for highest standing. He is the seventh Walton
student who has received highest markings in these tests.
In May of the same year the win
Large corporations such as the
ners of both gold and silver medals
New Jersey Zinc Company of New
were Walton students. Twelve of the
York, the Firestone Tire and Rubber
thirteen Walton candidates passed.
Company of Ohio, and the Standard
Oil Company of California, have taught
For three successive years Walton
Walton courses to hundreds of their
students have received highestaverages
accounting department employees.
in American Institute examinations.
For two successive years they have
Prominent accountants have chosen
stood first in Alberta, Canada, Char
this school to train their employees—
tered Accountants examinations.
and even their sorts!

Correspondence Instruction
We offer by correspondence the accounting and law courses which trained
the men who won these honors and prizes—the courses endorsed by these
professional and business authorities.

Chicago and New York Evening Schools
For full information in regard to resident instruction address
Warren J. Avery, Secretary, 377-387 Peoples Gas Building,
Chicago, or Harold Dudley Greeley, C. P. A., Resident
Manager, 737 National Association. Bldg., New York City.

Walton School
Commerce
Seymour Walton, A. B., C. P. A., Dean

J, Porter Joplin, C. P. A., Pres.
Charles H. Langer, C. P. A., Vice Pres.
377-387 Peoples Gas Building, Chicago, Illinois
In inquiring advise whether interested in correspondence or resident instruction.
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An Aid to Your Wife’s Efficient Housekeeping
THE National Loose Leaf Recipe Book is compact and easily handled.
Every sheet lies flat and firmly in place. Pages can be removed or re
arranged. , Washable covers, in either White or Black Waterproof
Texhide, over stiff boards. Indexed with 23 printed divisions.

The tables of standard abbreviations and of weights and measures given
on the inside back cover were prepared by domestic science experts and
will be found to be of great convenience in the kitchen. Every house
keeper should have a National Recipe Book in which to keep her “pet”
recipes.
Send for free copy of "GOOD FORMS FOR BOOKKEEPERS”.

National Blank

Company
Book

22 Riverside, Holyoke, Mass.
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You Can
Avoid

All This
As well as scratching or splattering, doubtful or illegible
writing due to faulty flow of ink, and many other similar
pen annoyances

IF YOU USE

The “Swan” Safety Posting

Fountain Pen

This pen has been specially designed to meet the everyday require
ments of the busy accountant or bookkeeper. It is one of his best
mechanical friends and equals the pencil in its ease of handling and
all-around usefulness. It is reliable and unobstructive when you
are making an involved calculation on a scratch pad as well as when
entering a simple item on your ledger.
Among its noteworthy features are its readiness of flow when
you begin and its steadiness of flow as long as you continue to write.
The feed is so adjusted as to leave a clear, even line that dries
rapidly and needs no blotting. The iridium-tipped gold point has
been carefully ground to suit the accountant’s varied purposes,
and since it is unaffected by the chemical action of the ink it will
give satisfactory service for a lifetime.
YOU MAY TEST IT FOR YOURSELF

We will be glad to send you a "Swan” Safety Posting Fountain Pen on approval
if you will write for same on your firm’s letter heading, with the understanding
that it may be returned to us at the end of ten days and the price will be at once
refunded to you.

Mabie Todd & Co.

Size 2,
$3.00
Federal Tax .15

Size 3,
$4.00
Federal Tax .20

Size 4,
$4.50
Federal Tax .23

Size 5,
$5.50
Federal Tax .28

17 MAIDEN LANE,
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NEW YORK

CHICAGO
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The Two-Totalizer Proof
We say it advisedly that the
"two-totalizer proof” affords the
simplest, the most economical, the
most completely “error-proof”
method of billing from pre-added
orders.
As the operator writes each bill our
machine checks the additions, the subtrac
tions—the net total. The total of all bills is
accumulated in both of the totalizers. One
totalizer accumulates the separate items; the
other the bill totals. Their agreement, with
the completion of each bill, proves that the
work is correct. Thus the checking is a by
product of the writing; it is eliminated abso
lutely, as a separate operation.
Another by-product is the daily total of
all bills, for use as a check against the posting.
Send for our new folder, “The Way to
Bill." It illustrates pictorially this important
use of the

Remington Accounting Machine
(Wahl Mechanism)

Remington Typewriter Company
(INCORPORATED)

374 BROADWAY

NEW YORK

BRANCHES EVERYWHERE
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The Accountant Has a“Head Start"
for This New Profession
The other day a former accountant
was promoted to the position of
Manager of a big industrial plant. It
meant an increase of $10,000 a year
over his best previous income. He
didn’t get the position because he was
an accountant —but because, while an
accountant, he had fitted himself to
be an Industrial Manager.
“Industrial Engineering and Manage
ment’’ is a comparatively new profession
developed in the past ten years. It is a
result of the insistent demand for greater
results from plants, equipment, men, money,
and materials.
Because of your training as an analyst
and as a student of business problems, you
have a head start over men in other walks of
life towards the new profession of Industrial
Manager.
The Industrial Manager must know some
thing of accounting—but more—he must
have a grasp of the principles and methods
of operation of many departments. He
must know the principles of purchasing and
stock keeping, the organization and equip
ment of plants, the effective methods of
labor administration, the valuation of prop
erties, and the planning and scheduling of
production, the systematizing of executive
control, and industrial cost finding.

Learn This Profession From
Those Who Know
Heretofore it has taken years of personal
experience and study to master this subject.
There was no other way to get it save by a
long apprenticeship to big managers.
The Industrial Extension Institute now
offers you a way to shorten this period of
apprenticeship through the “Factory Man
agement Course and Service.” More than
60 of the leading industrial specialists of the
country have personally cooperated to pro
duce this course. The experience of such
men as Gantt, Knoeppel, Babson, Ficker,
Steinmetz, Franklin, Bloomfield, Myers,
Case, etc.,—each of whom is a recognized
leader in some phase of Industrial Manage
ment—has been combined and systematical
ly arranged so that you may profit by it.

The course is presented exactly as it would
be given at a university. It consists of
lectures, talks, reading assignments, text
books, practical management problems based
on actual cases, and then model solutions
to these problems. Whatever position you
are now holding, the Consulting Service of
the Institute, which is part of the course,
can help you solve your personal problems.

Only One In The World
This is the only complete course in “In
dustrial Engineering and Management” in
the world. In the past there has been
absolutely no organized course such as the
Industrial Extension Institute offers.
Not only does this course prepare indus
trial workers for bigger positions and larger
responsibilities, but it offers those already
in executive positions, such as yours, an
opportunity to broaden the scope of their
training in a way that would ordinarily take
years of personal experience. 15% of those
taking this course are accountants.
If you are really keen to graduate from the
narrower duties of an accountant to the
broader field of Industrial Management, we
can help you do it. But you must act at
once. Today is the day to begin preparing
yourself for this bigger job ahead. The
demand is now. Tear off the coupon at the
bottom of this page and send for—

“Thinking Beyond Your Job”
This interesting 100 page booklet tells the
story of the “Factory Management Course
and Service”; how the sixty leading indus
trial experts made it possible, and what big
executives think of it. It is a valuable
book, but it is free. No obligations; send
for your copy today.

Department F.
Industrial Extension Institute
Nine East Forty-fifth Street,
New York City.
Send me "Thinking Beyond
Your Job," without obligation.

NAME......................................................................................

HOME ADDRESS .............................................................
POSITION ............................................................................
COMPANY................................... .'.......................................

3. A., June, 1920
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YOU SHOULD CONSIDER

VANNAIS TRAINING
IF CONTEMPLATING A TRAINING
in
ACCOUNTING and C. P. A. PREPARATION

AFTER FAMILIARIZING YOURSELF
WITH OUR POLICY, METHODS AND RECORD,
YOU WILL REALIZE WHY SUCH A LARGE NUMBER OF
ACCOUNTANTS IN BOTH PUBLIC AND PRIVATE PRAC
TICE HAVE SELECTED VANNAIS TRAINING FOR THEIR
OWN USE.
Fully realizing the comprehensive and applicable knowledge
a competent accountant must possess, we set a teaching
standard for ourselves of the highest possible degree.
Our letters of instruction are clear and are especially prepared
for use by the correspondence method.
Special attention is given to each student’s individual needs
and requirements.
Our criticisms and suggestions have for their aim the develop
ment of the analytical and constructive mind essential to the
competent accountant.
Each student is furnished with accounting and law manuals
by the following recognized authorities:
Esquerre
Montgomery

Crane
Conyngton
Nicholson & Rohrbach

It will be to your advantage to write us for a catalogue which
will give you complete information.
WE DO NOT ACCEPT STUDENTS WHO ARE NOT WELL GROUNDED
IN BOOKKEEPING.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Conn.
ISO Nassau Street
New York City
When writing to advertisers kindly mention The Journal
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BOARD OF EXAMINERS

Examination in Auditing
MAY 18, 1920, 9 A. M. to 1 P. M.

Answer any ten of the following questions:

1.

In auditing the accounts of a co-partnership you find that
the real estate account includes two pieces of property,
the titles to which stand in the names of individual part
ners. What position would you take in regard to such
items ?

2.

You have been retained by a manufacturing company as a
consulting accountant and are requested to advise the
officers what steps to take in order to determine the
cause of an apparent deficiency in the inventory of fac
tory material and work in process. How would you
proceed to inform yourself of the circumstances and
what would you suggest as a possible remedy?

3.

Give some reasons why the professional auditor should,
under present-day conditions, give even more attention
than in the past to (a) inventories, (b) insurance car
ried, (c) bank balances in foreign countries.

4.

The machinery used by a firm has been purchased on the
instalment plan, with monthly payments, and under the
stipulation that title shall not pass until the last payment
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has been made. At the close of the year there are several
payments yet to be made. The firm also pays a roy
alty on the output of some of the machines secured on
this plan. How should the accountant in the annual
statement deal with (a) the machinery, (b) the instal
ments paid, (c) the royalties?
5.

Discuss the principles under which the calculation of charges
in a mining company should be made, covering (a) de
preciation of plant and equipment, (b) amortization of
development expenses.

6.

You have been called to audit the books of a furniture com
pany which sells on the instalment plan. The books have
been closed when you reach the office, and you are handed
a completed profit and loss account and balance-sheet.
The company has been in business one year only.
On investigation you find that all instalment sales are
credited to an account designated “instalment sales.” A
controlling account and sub-ledger are kept for the instal
ment customers.
You find that the total of the instalment sales has been
credited to “instalment sales” account, which has been
closed into profit and loss.
All accounts, instalment and otherwise, that were known
to be uncollectible have been charged off. There are no
reserves against balances due from customers on the
books.
What criticisms or corrections have you to suggest as
to the correctness or otherwise of the balance-sheet and
profit and loss statement handed to you?

7.

You find the following certificate is appended to a balancesheet :
“May 15, 1920. The foregoing balance-sheet is in ac
cordance with the books of the A. B. C. Co.
“(Signed) John Smith, auditor.”
State what, in your opinion, are the limitations, if any,
of such a certification. Assuming you were afforded all
reasonable facilities for the conduct of an audit of the
402
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company is it such a certificate as you would use?
State definitely how you would amplify it.

8.

The charter of a corporation which you are auditing con
tains a provision for the payment of an amount equal
to 3 per cent of the preferred capital stock, originally
issued, into a sinking fund. This fund, it is directed, is
to be utilized in purchase of stock, at not exceeding 10
per cent premium, and its cancellation and retiral. State
in full detail how you would reflect transactions under this
provision in your balance-sheet. Give illustrations (a)
assuming stock acquired at a discount of 10 per cent, and
(b) assuming stock acquired at a premium of 10 per cent.

9.

In auditing department store A. you find that cash discounts
on purchases are regularly deducted from invoices when
they are entered in the books, while in store B. the in
voices are entered in full and the discounts are credited
to a discount account as and when received. Discuss the
relative advantages and disadvantages of the two methods,
and state what variations, if any, would occur in the
valuing of inventories under the two methods.

10.

In a manufacturing concern which you are requested to
audit, you find that what appears to be a careful book
inventory of raw materials, supplies and work in process
is maintained, but no physical inventory has been made
for some years. Would you consider this a satisfactory
state of affairs? And if so, on what safeguards would
you insist to insure constant accuracy in the records?

11.

Outline a programme for a balance-sheet audit with a test
of operations for any one of the following:

(a) A coal mining company,
(b) A coffee or rubber plantation,

(c) An import and export house with foreign con
nections,
(d) A suburban real-estate development company.
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12.

In auditing the books of a corporation you find record of
the ownership of stocks and bonds, some of which are in
hand, some are deposited with bankers or others for
safekeeping, and others are lodged as security for loans.
State what kind of evidence you would require in each
case, specifying particularly in the case of stocks and reg
istered bonds, if not registered in the name of the corpora
tion, what you consider necessary to protect your client’s
interests.

Examination in Commercial Law
MAY 18, 1920, 2 P. M. to 6 P. M.

Give reasons for all answers.
Negotiable Instruments
Answer two of the following three questions:
1. A having received from B, in payment of a debt, B’s
cheque for $10,000. drawn upon the X bank, endorsed
it to the order of C, who on the same day procured its
certification by the bank. What is the obligation, if
any, assumed by the bank upon certifying? What
effect, if any, does such certification have upon the lia
bility of A and B on the cheque ?
2. Are the following instruments negotiable?
(a) “March I, 1920. I promise to pay to the order of John
Smith & Co. on August 30, 1920, in the city of New
York, the sum of $340 for the amount of the second
instalment on machine purchased of them on this date.
William Brown.”
(b) “New York, May 1, 1920. Sixty days after date, I
promise to pay to John Smith $5,000. for value re
ceived. William Brown.”
3. A made a note for the accommodation of B. B, before
maturity, transferred it for value to C, who, at the
time of taking the note knew that A was an accom
modation party. Upon maturity, the note not being
paid, C sued A thereon. Can he recover?
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Contracts.

Answer two of the following three questions:
4.

A sent an order by mail to B for 100 barrels of flour at
$15. a barrel on twenty days’ credit. B replied, say
ing, “I accept your order and will ship the goods, but on
10 days’ credit.” A received this letter and made no
reply. After A’s receipt of the letter, B wrote again
saying: “I have reconsidered the matter and will
allow 20 days’ credit. Am shipping the goods.” A
refused to receive or pay for the goods. Is A liable?

5.

A, a carpenter, sent B a bill for $500 for work, labor and
services. There had been no agreement as to the price
to be paid. B, on receiving the bill, sent a letter to A
not disputing the services, but questioning the reason
ableness of the amount of the charge and enclosing a
cheque for $350, which he stated was in full satisfac
tion of A’s claim. A made no reply, cashing the
cheque. He subsequently sued B to recover $150. as
balance due. Is he entitled to recover?

6.

A in Chicago by written instrument contracted to sell to B
in New York certain goods, with the provision that the
goods were sold f. o. b. the Pennsylvania Railroad at
Chicago, payment to be made sixty days after delivery.
A delivered the goods to the Pennsylvania Railroad at
Chicago, took the bill of lading in the name of B
and forwarded it to B. Before the goods arrived at
New York, A learned that B had become insolvent.
Has title to the goods vested in B? What are A’s
rights ?
Corporations

Answer two of the following three questions’.

7.

A corporation has an authorized and issued capital stock
of $100,000. It increases its authorized capital stock
to $300,000. In what circumstances may the board of
directors accept subscriptions to the new stock for
cash at par from the public generally?
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8.

The by-laws of X business corporation provide that the
manager shall not have power to contract a debt in
excess of $1,000. without a vote of the board of
directors. B, the manager, has been for several years
in active charge of the business of the corporation and
has bought from time to time from the Y company
goods used in the business of the X corporation for
amounts varying between $10 and $1,000. He now
orders a bill of goods amounting to $1,500., and the
X corporation refuses either to receive or to pay for
the goods. Is it liable?

9.

(a) What is meant by “cumulative dividends ?”
(b) What is meant by “cumulative voting rights ?” For
what purpose are cumulative voting rights usually
given ?
Partnership

Answer both the following questions:

10.

A and B were copartners in the business of manufactur
ing shoes. A sold and conveyed his interest in the
firm to C. What effect has the transfer on the part
nership ? What rights does C, the purchaser, acquire ?

11.

A and B are partners and employ C as a manager of
their business. They agree to pay him 15 per cent of
the profits as a salary. Subsequently X sells a bill
of goods to the partnership and seeks to charge C as a
partner. Can he succeed?
Bankruptcy

Answer both the following questions:

12.

Explain what is meant by “receiver in bankruptcy” and
“trustee in bankruptcy,” and state how and by whom
each may be appointed.

13.

A filed a petition in voluntary bankruptcy, including in
his schedules the following liabilities: $500. on promis
sory note; $250. personal taxes due to the state of New
York; $500. on a claim for rent; $1,000. for alimony
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due his wife; $5,000. on a judgment for personal in
juries incurred through the negligence of A’s agent in
operating A’s automobile; $500. on a claim for dam
ages for obtaining certain stock by false representa
tions made by A. All the holders of these claims were
duly notified of the bankruptcy proceedings, but did
not file proofs of claim. Subsequently A received a
discharge in bankruptcy. Which, if any, of the debts
listed were discharged?
Federal Income Tax

Answer both the following questions:
14.

To what extent are losses deductible in computing net
income for federal tax, (a) in the case of a resident
individual, (b) in the case of a domestic corporation?

15.

A, being the owner of 100 shares of the capital stock of
the X company, which he purchased in 1914 for
$10,000., in 1919 exchanged them for a plot of real
estate in the city of New York. Is this transaction to
be considered for income-tax purposes, and if so what
further data would you need to determine whether or
not it would affect the income-tax return of the indi
vidual in question, and why?

Examination in Accounting Theory and Practice

PART I
MAY 19, 1920, 9 A. M. to 1 P. M.

Answer questions 1, 2, 3 and any five other questions.
1.

The books of a concern recently burned out contained evi
dence of purchases, including inventory, of $200,000 and
sales of $40,800 since the last closing. Upon investigation,
however, the auditor ascertained that a sale of merchandise
had been made just prior to the fire, and not recorded in
the books, at an advance of two-fifths (2/5) over cost less
a 10% cash discount, on which the profit was $31,928.00.
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The past history of the business indicated an average gross
profit of 50% on cost of goods sold.
(a) What amount should be claimed as fire loss?
(b) What rate of gross profit do the transactions finally
yield ?

2.

From the balance-sheet of the Lansdale Monotile Company
dated December 31, 1918, as below, together with the in
formation following, show the trial balance before closing.
The Landsdale Monotile Company
Balance-sheet—December 31, 1918

Assets
Land and buildings............. $500,000
Less reserve for deprec’n. 120,000

380,000

Machinery and equipment. .$200,000
Less reserve for deprec’n. 80,000
U. S. Victory bonds..........................
Merchandise—inventory..................
Cash ..................................................
Accounts receivable............. 250,000
Less reserve for doubtful
accounts.................... 12,500

237,500

Notes receivable.................
Accrued interest receivable

100,000
4,500

Total ............................

,125,000

120,000
100,000
125,000
58,000

Liabilities and Capital
Capital stock ....$ 300,000
Notes payable.... 350,000

Accounts payable.
Interest accrued
payable...........
Surplus ...............

158,000

3,000
314,000

Total ............$1,125,000

The accruals at the time of closing were:
Interest on notes payable, $3,000; depreciation of build
ings, $20,000; interest on notes receivable, $2,000; depre
ciation of machinery and equipment, $30,000; interest on
Victory bonds, $2,500; provision for doubtful accounts,
$12,500. The other nominal accounts closed out were:
sales, $325,000; administrative expense, $50,000; cost of
goods sold, $125,000; selling expense, $25,000.
3.

An abstract of the cash account of the collector and treasurer
of the borough of Eloka is presented to you showing the
following figures:
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Receipts:
On hand beginning of year........................ $ 2,000.00
(General account $1,500.00, special account
being from assessments, $500.)
Taxpayers, on account of taxes........................
47,000.00
Assessments for improvements..........................
1,000.00
Licences, fees and permits...................................
1,800.00
Interest..................................................................
300.00
Emergency notes (to meet cost of repairing
bridge wrecked by storm)..........................
3,000.00
Payments:
Accounts payable (previous year).......................................
Salaries ....................................................................................
Police department...................................................................
Fire department.......................................................................
Street lighting.........................................................................
Interest on funded debt..........................................................
Bonds retired...........................................................................
Repairs to bridge.....................................................................
Balance on hand end of year.................................................

$ 1,300.00
5,300.00
19,000.00
12,000.00
800.00
2,250.00
10,000.00
2,800.00
1,650.00

$55,100.00 $55,100.00

A copy of the budget adopted at the beginning of the year is
as follows:
Estimated revenue (licences, fees, etc., $1,500; interest,
$200) .........................................................................
$ 1,700.00
Amount certified to be taxed..................................................
48,200.00
$49,900.00

Appropriations:
Salaries ....................................................................................
Police department...................................................................
Fire department.......................................................................
Street lighting .........................................................................
Interest on funded debt............................................................
Bonds retired...........................................................................

$ 5,000.00
19,500.00
12,000.00
900.00
2,500.00
10,000.00
$49,900.00

The taxes assessed were, however, $49,700., instead of
$48,200., but allowances were made amounting to $800.,
which reduced the amount actually collectible to $48,900.
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At the end of the year the following unpaid bills were on
file:
Police department ....................................................
Fire department........................................................

$300.00
50.00

At the beginning of the year there were uncollected taxes
from previous years of $2,800., on the one hand, and un
paid bills $1,300., on the other hand, which, with the cash
on hand showed an apparent balance on general or cur
rent account of $3,000. At the same date the funded
debt was $50,000., and unpaid assessments for improve
ments were $1,400., showing with the cash on hand on
surplus account a net debt (excluding general account)
of $48,100.
Prepare a balance-sheet at the close of the year (dividing
it into its two main sections of current and capital accounts
respectively) and also a statement showing the operations
for the year. State also what is the net debt of the borough
at the close of the year.
4.

Explain the distinction between real reserves and nominal
reserves. Give two examples of each.

5.

In the course of a balance-sheet audit of a large corporation,
why should the examination of repairs charged to cost
of operations receive special consideration in relation to
the liability for federal taxes?

6.

In the case of a company which publishes an annual balancesheet but no profit and loss account, state whether or not
you would recommend to your client that the profits earned
during the year, less dividends paid, be shown on the face
of the balance-sheet. Give your reasons.

7.

Can surplus be created in any way other than through profits
earned from operations? Explain.

8.

In preparation of consolidated returns under the federal
income-tax law, on what basis would you apportion the
tax among the several corporations?
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Actuarial Questions (Optional)

9.

The maximum sum insured under the soldiers’ insurance
with the government is payable $57.50 per month for
20 years certain after death or disability. How can the
equivalent sum payable in cash be found? Give the cor
rect formula and explain why 12 x 57.50 x A20 differs
from the equivalent cash sum.
Given:

10.

The 4¾% Victory notes mature at par on May 20, 1923.
If a purchaser buys at $96.20 on May 20, 1920, calculate
the approximate yield per cent.
Given:
A6 =
V6 =

11.

A20 at 3½ = 14.21.

3%
5.4172
.8375

2¾%
5.4624
.8498

A company is issuing $100,000. of 4% 20-year bonds, which
it wishes to pay at maturity by means of a sinking fund,
in which equal annual deposits are to be made. The
board of directors wishes to assume that this fund will
earn 5½% interest for the first five years, 5% for the next
five years and 4% for the last ten years. What is the
annual deposit required ?
Given:
S5
S10
(1+i)5
(1 + i)10

5½%
5.581
12.875
1.307
1.708

5%
5.526
12.578
1.276
1.629

4%
5416
12.006
1.217
1.480

Examination in Accounting Theory and Practice
PART II
MAY 19, 1920, 2 P. M. to 6 P. M.

Answer questions 1, 2, 3, and any three other questions.
1. From the following trial balance of the Sampson Company,
December 31, 1919, after closing, prepare a statement of
financial condition, such as might be presented to bankers:
Debits
Prepaid insurance...........
Plant property................

$ 1,850.00
350,000.00

Credits
Reserve for customers’
discounts ..................... $ 13,500.00
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Debits

Credits

Notes receivable............ $ 16,500.00 Notes payable................ $ 35,000.00
Finished goods...............
47,800.00 Surplus—capital................ 240,000.00
Patents, trade-marks and
Profit and loss. 243,650.00
goodwill...................
500,000.00
Reserve for credit losses.
15,000.00
Prepaid interest.............
525.00 Accounts payable.............
62,000.00
Goods in process.............
53,75o.oo Reserve for depreciation
Cash................................
52,425.00
of plant property......
85,000.00
Advances to salesmen...
750.00 Salaries and wages pay
Materials and supplies...
25,500.00
able ...........................
2,350.00
Treasury preferred stock
5,000.00 Preferred stock*.............
100,000.00
Customers......................
145,900.00 Common stock†..............
400,000.00
Dividends payable......... .........2,000.00
Accrued taxes payable...
1,500.00

Total debits............. $1,200,000.00

Total credits............. $1,200,000.00

* 1,000 shares, par value $100 each, preferred as to assets and dividends.
† 80,000 shares of no par value, issued at a stated value of at least $5 a share.

2.

The ABC university presents a balance-sheet at December
31, 1919, drawn up as follows:
Assets

General fund:
Cash—general fund.................................................................
Unpaid tuitions .....................................................................
Accrued interest receivable....................
Unexpired insurance .................................................................
Furniture and equipment........................................................

Total general fund assets...............................................

$ 4,395.63
2,348.43
5,764.08
1,587.96
59,853.18

$73,949.28

Endowment funds:

Bonds and mortgages................................. $336,750.00
Stocks and bonds ...............................................
75,312.62
Real-estate investments ...................................... 163,149.30
Real-estate—university property........................ 135,641.68

Cash—endowment funds:
In banks ........................................... $10,800.91
Due from general fund..................... 14,358.32

25,159.23

Total endowment fund assets.........................................

736,012.83

Total assets.......................................................................

$809,962.11
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Liabilities
Notes payable..................................................................................
Accounts payable ............................................. ............................
Due to endowment funds................................................................

$ 10,000.00
8,724.59
I4,358.32

Total liabilities .......................................................................
Endowment funds.......................................
General fund ...................................................................................

$ 33,082.91
736,012.83
40,866.37

$809,962.11

You are asked to make an audit of the books, in the course
of which you discover the following facts:
(a) The endowment funds are restricted as to the use of the
income therefrom for general purposes of the university.
(b) The item “real-estate—university property” represents
amount paid in acquiring title to property upon which
university buildings stand, which was originally leased
by the university. These payments were made from the
proceeds of sale of endowment fund investments. On
December 29, 1919, the property upon which university
buildings stand was sold and title passed for a cash con
sideration of $500,000, the cheque for which was not
deposited until January 5, 1920.
(c) Cash shown as due from general fund represents endow
ment fund cash advanced to pay off obligations incurred
as a result of university operations.
You are asked to criticize the balance-sheet as submitted, pre
pare necessary journal entries to set up the sale of real
estate and prepare corrected balance-sheet of December
31, 1919.
3. The A. B. C. company agreed to pay its general manager a
bonus of 10% of its net profits for the year 1919, after
deducting federal income and profits taxes, the bonus being
a deductible expense in determining net taxable income.
After the books had been audited it was found that the net
profits before deducting federal income and profits taxes,
and before deducting bonus, amounted to $470,000, and
that the invested capital for federal tax purposes for the
year 1919 was $840,000. Calculate the amount of the bonus
and federal income and profits taxes, proving your answer
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by showing that the bonus amounts to exactly 10% of the
profits after deducting federal income and profits taxes.
The entire bonus comes out of the 40% bracket.
Tax information:
Excess profits taxes exemption:
$3,000 and 8% of the invested capital.
Income-tax exemption:
$2,000 and amount of excess profits taxes.
Rates:
Excess profits taxes:
20% of the net profits in excess of the exemption and
not in excess of 20% of the invested capital.
40% of the balance of profits.
Income tax:
10% of profit less exemption.
Tax before bonus, $173,124

4.

Define the following and give a list of expenses which would
properly come under each heading:
(a) Shop overhead
(b) General overhead
Discuss various methods of distributing such expenses.

5.

Explain and discuss four methods of providing for depre
ciation.

6.

How would you deal with the following items in preparing
the annual accounts of a company?
Comment briefly on any points which would need special
consideration:
(a) Goodwill
(b) Repairs reserve account
(c) Unclaimed dividends account
(d) Bond issue expense account
(e) Preliminary expense account
(f) Expenditure during the year on leasehold
property.

7.

It being understood that in well-managed industrial concerns
large expenditures for construction should not be made
unless they are properly authorized, discuss in detail
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a method for preparing requisitions for such work,
describing the information that should be shown and the
form which authorization should take.
8. (a) What is the effect of depreciation upon the operating
results of a business?
(b) Is a charge for this purpose recognized under the incometax regulations?
(c) If the authorities disallow any charge which has been
made upon the books, state specifically how the amount
disallowed should be treated in subsequent income-tax
returns.
9. A merchant going abroad to purchase goods secures from his
bank, on the strength of his general financial standing, a
letter of credit for use in his contemplated purchases of
$500,000.
. How should the issuance of this letter of credit be shown in
the accounts of the bank ?
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What Is a Reasonable Profit?
By Stuart Chase

There has been a new word coined from the exigencies of the
times. It is not to be found in the dictionary, but it is upon every
body’s lips and in everybody’s newspaper. It is the word “profit
eer.”
Under the rules of the prevailing economic system, men do
not organize their fellows for productive work except in the hope
of making profit. Profit for these organizers is thus, at the present
time, the very life-blood of the economic mechanism. To accuse
all profit-takers of being “profiteers” is unjust and ridiculous.
Take away profit and you have no incentive to produce goods
under the present system. So long as this system endures, there
fore, it would seem to be of considerable importance to distinguish
between those profit-takers who claim a just and reasonable margin
between their costs and selling prices and those profit-takers who
claim an unreasonable margin and upon whom the stigma of the
“profiteer” may justly fall. This is a distinction not only vital
to the people who feel themselves the victims of extortion, but
also vital to the statesman who, in the interests of the general
public, attempts to curb the profiteer by law. It is the object of the
present survey to determine, if possible, what shall constitute a
“reasonable” profit, and particularly the technical methods under
lying such determination.
Initially it is clear that the question of reasonable profit is
intimately bound up with the question of reasonable price. In
regard to a whole industry the two questions are indissoluble
and identical, although in regard to a given company they may
sometimes be considered separately. A fair price is built upon a
true cost of production plus a fair profit, and thus it is obvious
that such a price cannot be fixed until costs are found and a
fair profit is determined. An attempt to fix prices without an in
vestigation of the reasonableness of profits is a leap into the
dark; so it may be said that the determination of what constitutes
a reasonable profit underlies the question of what constitutes a
fair price.
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Precedents

In America we have long recognized that profits should be
limited in the case of certain natural monopolies. In the case of
many public utilities—such as gas companies, power plants, water
companies and municipal transportation—it is a matter of com
mon agreement that competition is an inefficient and wasteful
method of operation. Public utility boards have been regulating
profits, through the medium of fixing rates and limiting returns
to investors, in enterprises of this nature for many years. The
interstate commerce commission, according to the same general
theory, has passed upon the reasonableness of rates charged by
common carriers.
The exigencies of the war inaugurated a wide-spread move
ment on the part of the federal government toward regulation of
profits and prices in a number of industries and according to a
variety of methods. Thus the railroads were taken over and
operated by the government, while railroad shareholders were
compensated on the base of what congress determined to be a
reasonable return. The Lever act imposed certain restrictions
upon producers and manufacturers of food-stuffs, such as guar
anteeing the price of wheat, fixing milling margins per barrel of
flour and regulating the profits of the packers. The fuel admin
istration fixed coal prices on the basis of costs. Munitions and
supplies required by the government were purchased to a large
extent on the “cost plus” basis, the “plus” representing what was
thought to be a reasonable profit. Finally the treasury department
through the excess profits and war profits taxes very clearly
attempted to approach the question of reasonableness in regard
to all corporations, partnerships and individual business.
While many of the limitations imposed by the government
upon industrial profits during the war have been abrogated, the
excess profits tax remains, and the continued high cost of living,
with the resulting public unrest, has led the government to institute
a nation-wide campaign against excessive profit-taking in the
necessities of life. Therefore, it is safe to say that the termination
of the war has by no means terminated the efforts of the govern
ment as representing the general public to define and in certain
cases insist upon a reasonable profit.
But in spite of the growing tendency to determine what shall
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constitute a reasonable profit, an examination of the methods
heretofore adopted indicates that the question as a whole has
not as yet been subjected to comprehensive analysis from either
the economic or the business point of view (except perhaps in
the case of public utilities), and such methods as have been
tried have been largely experimental, often varying widely among
themselves, and on occasions working great hardship and in
justice to the parties under regulation or review. Seldom have
these methods been constructed according to such a standard that
the public could have definite assurance that a truly reasonable
level of profit was being maintained.
Statement of the Problem
Primarily the modern organization of industry should be
considered. If American industry were operating on the basis
of free competition the question of reasonable profits could hardly
be said to exist. Under free competition any profit that a com
petitor can make, having by definition no special advantages, may
be said to be a reasonable one. Economic theory argues that
when the profits of a free competitor become large, new capital
tends to enter that field, increase the supply and thus automatically
check an unduly high rate of return. The law of supply and
demand is said to operate to keep profits at a moderate level. It
is an open question, however, to what extent free competition
obtains in modern industry as now organized. The pure condi
tion contemplated by the classical economist is not often found in
fact. Free competition has given way in many basic industries
to the establishment of pools, rings, combinations, “gentlemen’s
agreements,” "interlocking directorates” and other forms of
monopoly or semi-monopoly. One has but to mention anthracite,
sugar, oil, steel, harvesting machinery, packing, as well as numer
ous working agreements in smaller industries, to realize how far
free competition has been undermined. Furthermore, certain nat
ural, geographical, transportation, credit, protective tariff and
other conditions seriously hamper the free play of pure competi
tive forces. We can recognize, therefore, at least three types of
industries—the monopoly, the semi-monopoly and the competitive.
Let us consider the probable effect of a profit regulation in each
case.
In the case of monopolies, the fixing of a reasonable level of
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profits tends to fix reasonable prices to the consumer at the same
time. The monopolist is not over-rewarded, nor is the consumer
forced to pay more than a fair price. The reason for this lies in
the obvious fact that a monopoly by definition arbitrarily fixes
prices, as its operations lie beyond the effective sphere of supply
and demand. Knowing to what level its profits must be kept, the
monopoly can within certain limits adjust prices accordingly.
In the field of public utilities (such as the municipal gas company
or electric light company) the operation of this principle is clear
and simple.
When we turn, however, to semi-monopolies, such as the
combination of the great packers for example, the principle be
comes more complicated. A certain amount of competition is
present, supply and demand do operate to a limited extent, and it
is by no means certain that a limitation of profits would necessarily
affect prices and directly benefit the consumer to any great degree.
In the case of the great packers, with their interest in many things
besides the meat business, the limitation of meat profits might
well result in concentrating their activities in and devoting their
capital to other enterprises.
In competitive industries subject to the law of supply and
demand, a profit regulation can have no effect on prices unless
each individual company in the industry sells at a different price
to correspond with its own earning capacity—a situation clearly
grotesque and impracticable. Prices in a competitive industry
are set by the costs of the “marginal” or “bulk-line” companies,
and in that a regulation of profits would not affect those marginal
companies, with their high costs and low profits, the economic
price would not be affected by the regulation, although low cost
companies might be forced to sell at prices varying with their
profits, which would be an absurd situation. England during the
war, however, regulated profits in competitive industries by creat
ing a giant pool which took all competitors’ goods at cost, sold
the goods at a flat price more than to cover all costs and distri
buted the profits back to the companies.
It should be pointed out that an arbitrary limiting of profits in
a more or less competitive industry tends toward the discourage
ment of efficiency in low cost companies. Such companies will not
be disposed to keep their costs down if no additional profit is to be

419

The Journal of Accountancy

gained thereby. There is a real and delicate problem to face in
this regard, for a profit regulation that makes for inefficiency and
waste obviously defeats the social purpose for which it is pri
marily instituted.
The Definition of Profit

Profit from the economic standpoint and from the investor’s
or business standpoint has a different connotation.
According to the usual economic definition, profit is the entre
preneur’s reward for his productive ability. Strictly speaking that
only is regarded as profit which is over and above the normal
ground rent chargeable for the land or natural resources which the
entrepreneur uses (regardless of whether he owns or leases such
property) and over and above the normal interest charge for
other capital, including money, credit and improvements, which he
uses (regardless of whether he owns, borrows or leases such
property.)
“Net profit” as defined by the investor, on the other hand,
is the amount of gross revenue which remains after providing
for all legitimate costs, and after allowance has been made for rent
and interest on property actually leased or money actually bor
rowed.
The economist contemplates the return on the whole business,
postulating that all property which the business uses—whether
such property is borrowed, leased or owned by the stockholders—
constitutes the total investment from which profit is ultimately
derived. Certain portions of this investment demand rent, others
demand interest, what remains is the economic profit earned by the
total investment.
The investor on the other hand contemplates the return on the
stockholders’ or owners’ capital only. He defines investment
as the owners’ equity in the business, usually termed “net worth”
and measured by capital stock and surplus combined. After pay
ing all costs, plus rent and interest, what remains is the net profit
earned by virtue of the owners’ net worth. The economist thinks
from the standpoint of the industry as an economic unit regardless
of who owns it. The investor thinks from the standpoint of the
owner of the business who receives the profit in cash or its
equivalent.
It is unquestionably true that the investor’s definition of profit
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is the one that is most in use to-day and the one which the public
best understands. Furthermore, from the bookkeeping point of
view it is very unusual for a given enterprise to allocate its
earnings as between rent, interest and pure economic profit, and
accordingly if the economic definition were to be followed in fixing
a reasonable return it would necessitate a considerable modifica
tion in current bookkeeping methods. In the circumstances it is
probable that the investor’s definition of profit is the more con
venient for the task in hand.
Erection of a Standard for Defining Reasonableness

Having thus outlined the problem and examined in some detail
the elements which enter it, it remains to be seen what course
should be followed. As a representative of the general public, the
statesman desires to reduce prices, prevent swollen fortunes, and
at the same time does not wish to discourage industry or to be
unfair to individual companies.
In his attempt to define what shall constitute a reasonable
profit, he is at once confronted with two questions:
1. What shall be the standard base employed for determin
ing profit in its relation to reasonableness?
2. What shall be the specific rate of profit allowed on this
base?
In other words, what percentage method or other method shall
be used to measure the earnings of a given enterprise, and what
shall be the exact percentage or other index qualification granted
as “reasonable?”
The Necessity of a Standard
It is a matter of common knowledge that a given profit shown
in terms of dollars and cents is often meaningless.*
* One important qualification needs to be noted in this connection. To quote J. A.
Hobson, the English economist, in his book, “The Industrial System,” page 196:
. . . . we must distinguish, the unit of cheap production where the highest rate of
profit is got from the unit which, with a lower rate, yields a larger aggregate profit.
A business which has been earning 12, per cent. on its invested capital of 300,000
pounds may grow to 500,000 pounds if it can earn 9 per cent. on this large capital.
Since it is aggregate profit, at any rate above the minimum, rather than the highest
rate of profit in itself, that furnishes the business motive to business men, it is
evident that economic forces may thus drive businesses into sizes larger than the
cheapest unit of production. This growth of uneconomically large businesses will
normally occur in an industry where such growth may itself become an instrument for
repressing competition, and so for preventing such a fall of prices as will lower profits
to a minimum. , In other words, if a manufacturing business, which in its “cheapest
unit of production” size, at 300,000 pounds is subject to keen competition (because at
such a size it cannot command the market), finds that, by doubling its size, or by
combining with a competitor of the same size, it can absolutely or partially control
the market, it will be profitable to make this enlargement, because, by holding up
prices, it can thus secure a larger aggregate profit than by remaining at the “cheapest
unit of production” size.
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In order to give the figures significance and before critical
judgment can be passed, they must be brought into relation with
some other known factor of the enterprise, such as sales, invest
ment or unit of output, and the rate or index of profitableness must
be determined. This rate then becomes a yardstick which measures
and compares the returns of the enterprise under examination
with other enterprises in the same line of business and, if the
index be general enough, with enterprises in other kinds of
business.
Here is encountered a most important question, namely, the
necessity of determining a standard which is as wide in its applica
tion as possible. While it may well be that one standard has great
significance in a certain industry and another standard has great
significance in a second industry, the fact that neither standard
is applicable to both industries rules it out from the universal
standpoint. Thus, as coal operators are in the habit of quoting
their profit per ton, the packers their profit per dollar of sales
and bankers their earnings per share of capital stock, it is obvious
that these varying methods must, from the standpoint of uni
versality, give way to some single standard that is applicable to all
three businesses and capable of establishing a basis of compara
bility between them. If such a universal standard can be found,
the whole question of determining reasonableness is immensely
simplified. Certainly it would be our aim to find a standard
applicable to all or, failing that, to most industries.
Re-examining for a moment the economist’s definition of
profit as the reward of ability, it would seem that profit in this
sense does not flow so much from any particular investment or
sales, or other dollars and cents standard, as from the individual
character of the entrepreneur. In other words, the economic
definition of profit might seem to call for a psychic human equa
tion rather than any mathematical amount as a standard to which
to relate profit. But a brief consideration of the facts indicates that
this is a groundless assumption, for the ability of the entrepreneur
finds an excellent measurement in the amount or rate of profit
earned on a certain investment or other mathematical figure over
and above the amount or rate that could be earned did the
entrepreneur’s special ability not come into play—i. e., on an
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investment basis, the rate earned over and above the current inter
est rate.
If bankers and bondholders who lend money to a given enter
prise are satisfied to receive only about the current interest rate,
what is earned over and. above this rate measures the special
ability of the entrepreneur and is claimed by him and can be
related in percentage terms to his investment.
A word as to the wisdom of profit regulation: if it could be
proved that the entrepreneur would not exert his ability unless
he was assured of a high reward for it, it might be disastrous
for society to attempt any kind of profit regulation, as in so
doing it would discourage the efficient means of its own subsis
tence, although the subsistence came high because of the profit
included in the price. Under modern industrial conditions, how
ever, it is doubtful if this proposition can be proved. Much of
the profit made to-day flows from certain special privileges, or
certain special conditions, rather than from the ability of the
entrepreneur alone. Moreover, it is an open question whether or
not the entrepreneur in these days of great corporate undertakings
is not as much of a myth as the “economic man”—beloved by
the academicians. Salaried managers have largely absorbed the
functions of the old individual entrepreneur in many large-scale
undertakings, and it is doubtful if industry would flag and
weaken if the “reward of ability” were constrained by the state in
the form of a reasonable regulation of profits.
Standards Now in Use
Many methods of calculating rates or indices of profit are in
use. The problem immediately in hand is to determine which
method is the soundest and of the most general application from
the public standpoint for the purpose of gauging reasonableness.
The more common of the existing standards are the following:
1. The rate of profit on sales.
2. The rate of profit on costs.
3. The rate of profit per unit of output (per bushel, per
gallon, etc.)
4. The rate of profit on investment, investment having the
following possible definitions:*
* While these definitions are given in terms of a corporation balance-sheet, they are
equally applicable to a partnership or an individual proprietorship, by substituting for
capital stock and surplus the partnership or proprietorship accounts.
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The rate of profit on economic capital (including bor
rowed money and a valuation for leased property.)
b. The rate of profit on capital stock.
c. The rate of profit on fixed investment (land, buildings,
machinery, etc.)
d. The rate of profit on the actual cash or property in
vestment contributed by stockholders.
e. The rate of profit on capital stock, surplus and bor
rowed money, including bonds, notes payable and
other interest-bearing obligations.
f. The rate of profit on capital stock, surplus and bonded
indebtedness.
g. The rate of profit on net worth or total assets less total
outside liabilities (net worth is usually represented
on a company balance-sheet by capital stock and
surplus).
All the above standards have been used at one time or another,
and most of them are more or less illuminating and useful from
certain angles, even as they may be misinforming from other
angles. Due to this variety of standards perhaps, there is no
single field in which misunderstanding is at present more rife.
a.

The greatest carelessness obtains among all sections of the
business world in announcing rates of profit without stipulating
upon what the rates are based. It is very common to be told that a
given enterprise makes 10 per cent or 20 per cent or 100 per cent,
but it is exceedingly uncommon to be told whether the percentage
is based on sales, on economic capital, on net worth, on capital
stock or what not. The fact that percentages are given with the
base taken for granted would seem to indicate that the public
mind is reaching toward the creation of a universal standard.
The fact remains, however, that that standard has never been de
termined, and as a result gross misunderstandings are constantly
occurring through the indiscriminate use of undefined percentages.
Let us examine each of the above standards with a view toward
its adaptability as a universal measure of the reasonableness of
profits.
(1) Sales—A rate of profit on sales is not a trustworthy index
as between two different industries, in that this rate is subject to
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great variation according to the industry in question. The con
densed milk business, for instance, operates on a fairly rapid
turnover, the manufacturing process is simple and requires neither
highly skilled workmen or much expensive machinery, and as a
result the rate of profit on sales does not need to exceed 2 or 3
per cent in order to give an ample return (10 to 15 per cent) on
net worth. The manufacture of shoes, on the other hand, is a
longer process, the turnover is not so rapid, skilled workmen and
costly machines are required in some numbers, and as a result the
rate of profit on sales must be from 8 to 10 per cent in order to
yield a 10 to 15 per cent return on net worth. Obviously a 2 per
cent profit on condensed milk sales has no significance when com
pared with 2 per cent on shoe sales, and the two industries cannot
be compared or judged on this standard.
Again, while a rate of profit on sales is in common use in
many lines of business as a guide to the executives of that business,
it is always theoretically unsound and often dangerous. For in
stance, in a period of rapidly increasing prices, a profit which
might positively increase in terms of rate on investment would tend
to show a decrease in terms of rate of profit on sales. As profit in
the modem business sense applies to stockholders, and stockholders
are represented by investment, obviously the rate on investment
curve is more important and more nearly true than the rate on
sales.
Furthermore a rate of profit on sales can never reach 100
per cent (unless the goods cost nothing), and accordingly as rates
on sales approach 100 per cent they become increasingly flattened
and meaningless.
*
(2) Costs—A rate of profit on costs is sounder than a rate
on sales, but the fact that the make-up of costs between industries
is founded on widely varying amounts of investment to produce
those costs renders this ratio unsuitable for comparative purposes.
An industry whose costs are 90 per cent raw material and 10
per cent expense requires as a rule considerably less investment
than an industry where costs are 10 per cent raw material and
90 per cent expense, because in the latter case a great deal of
processing is obviously necessary, entailing as a rule the employ
ment of costly machinery and equipment. The question of the
* The food administration during the war used this standard for regulating the
profits of the small independent packing companies, allowing 2½ per cent. on sales.
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rapidity of turnover also operates in a “cost” rate, as it does in
a “sales” rate.
(3) Unit of output—Rates of profit per pound, per gallon,
per cubic foot, etc., are excellent for the information of operators
in any given industry as a measure of efficiency, but they are
meaningless for comparisons between industries, because a profit
of 2 cents per pound on meat has no significance when compared
with a profit of 2 cents per pound on coal, and largely meaningless
to the general public until reduced to terms of rate of profit on
investment or other well-recognized factor.
(4) Investment—The last seven items on the list of standards
deal with different definitions of what constitutes investment. It
is by this time clear that investment is one thing that all business
has in common and is the common item upon which significance
can be placed. A rate of profit on investment has few of the
shortcomings that apply to rates on sales, costs or unit of output,
and, if investment can be adequately defined, it is obvious that here
is found a standard upon which can be compared intelligibly the
earnings of most if not all industrials. Profits arise fundamentally
from the application of capital or “investment” to a given enter
prise. A rate of profit on that investment goes far toward telling
the true story of reasonableness.
The problem is by no means solved, however, until investment
be defined. Seven definitions are given in the above list, and
they will be considered in turn:
a. Economic capital includes all capital—whether owned, bor
rowed or leased—used by the company in question. If this
definition of investment be taken, obviously the economist’s defini
tion of earnings, compounded of the three elements of rent, interest
and pure economic profit, must be taken in conjunction therewith,
in order to establish a standard rate. The great difficulties with
such a standard are its unusualness, the absence of data from
which to calculate it on most accounting records and the question
as to whether reasonableness is more closely related to economic
capital or to investors’ capital. This definition cannot be dis
missed, however, and will be considered again later.
b. Capital stock is a common measure of profit but a highly un
sound one. On this basis, a company which capitalizes its surplus
by issuing stock dividends will show a much lower rate than
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one which does not, although the earnings of the two companies
on the basis of economic capital or net worth may be identical.
Morris & Co. in 1917 earned about the same rate on net worth as
did the Cudahy Packing Co. (23 per cent) but this profit applied
to capital stock shows some 260 per cent in the case of Morris
and only 35 per cent in the case of Cudahy, because Morris has
not capitalized surplus in recent years. The futility of compari
sons on this basis needs no further argument.
c. Fixed investment (lands, buildings and machinery) is not
an adequate standard because of the tremendous variation between
industries in the amount of fixed investment required. A broker
or commission man may have no fixed investment beyond a desk
or two and yet have a great deal of money tied up in working
assets.
d. Actual cash or property contributions on the part of the
stockholders provide an interesting standard for measuring profits
in the early years of a given enterprise, but after profits have been
accumulated in the surplus account—particularly by reason of a
genuine foregoing of reasonable dividends on the part of the
stockholders—the original cash contribution ceases to measure
the stockholders’ investment, and thus comparisons between liberal
and illiberal dividend paying companies, as well as between
old companies and new companies, become largely meaningless
on this basis. We shall consider actual contributions later,
however.
e. Capital stock, surplus, bonds, notes payable and other in
terest-bearing obligations. The theory of this definition leans
toward the economic standpoint, in that investment is here postu
lated to include all moneys used in the enterprise, the source of
those moneys—whether advanced by owners or stockholders or by
banks, bondholders or other money lenders—having no bearing
on the situation. The weakness in this definition, still from the
economic viewpoint, is the fact that no provision is made for the
inclusion of fixed properties (land, buildings, machinery, etc.)
by a given enterprise, but leased or rented, rather than owned.
In cases where royalties are paid, the problem of capitalizing them
becomes so complicated that this definition may serve as a more
practicable one than economic capital—although in theory it is
deficient.*
* The food administration during the war applied this standard to the regulation of
the packers’ profits, allowing 9 per cent. profit on the meat business.
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f. Net worth plus bonded indebtedness is another common
measure, but its shortcoming is apparent when it is remembered
how common it is for corporations to borrow from banks on long
term notes instead of bonding their assets. This measure does not
furnish a sound basis for comparability.
g. Net worth is from the legal or investors’ viewpoint the true
investment in a given enterprise. After eliminating goodwill, un
warranted appraisals and other more or less intangible assets, it
represents the actual money advanced or left in the business by
owners or stockholders. Borrowed money or leased property is
regarded as a commodity used in the enterprise, like raw materials
or labor, for which due payment is made in the form of interest
or rent charges, but it has no claim to share in the profits of the
business after such charges have been met. Profit is accordingly
defined as the amount of income remaining after the deduction of
interest and rent, and agrees with the investor’s definition of
net profit.

Argument is thus between economic capital and net worth as
the better basis for defining investment and the best standard
upon which to calculate rates of profit, with net worth plus bor
rowed money as a substitute for economic capital when valuations
for leased property are difficult to determine.
There is no question, from the economic contemplation of the
whole industry, that a rate of profit—before charging rent and
interest—on economic capital is the most acceptable standard for
measuring earning power. But, as has already been pointed out,
such a standard involves a considerable revision of modern ac
counting methods as well as an extensive change in both the
business man’s mind and the public mind as to what constitutes
investment and profit.
From the point of view of modern business, profit is universally
recognized as remaining after rent and interest charges have been
met and investment is finally conceded to be synonymous with
net worth. Net worth is the stockholder’s or owner’s investment.
This investment has presumably been made for the purpose of
earning a profit over and above actual rent and interest charges.
When such a profit remains it is divisible among shareholders or
owners in proportion to their holdings in or claims upon the
net worth (after income taxes have been paid to the government),
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and accordingly the relationship of net profit to net worth is a
close one, and a rate or ratio established between them is a
significant and well-nigh universally understood figure.
Robert H. Montgomery takes up the position that net worth
constitutes the true definition of investment, on page 572 of his
book Income Tax Procedure, 1918, as follows:
Capital in a commercial sense is what remains after debts are provided
for. A man with no capital of his own may borrow $1,000 and lose it in his
trade or business. He still owes it. As before, he has no capital, and now
he does not even have economic capital.
Borrowed money is the capital of the lender, not of the borrower. Much
has been said in favor of considering borrowed money as invested capital,
but the author thinks that the arguments used are fallacious and imprac
ticable. If banks were to consider all deposits as invested capital, a curious
situation would arise. Its depositors might not like the idea.
The inclusion of interest as an expense of the business is a sufficient
recognition of the use of borrowed money by the borrower.
In the case of corporations where the limitation on interest deduction may
operate to prevent credit for the full amount paid, there is, of course, an
injustice, but the remedy is to remove the restrictions on the interest allow
ance, not to consider borrowed money as capital.

Congress in the income-tax law laid down in effect a theory of
judging reasonableness of profits, when it provided that a certain
pre-war rate of earnings on investment should be taken as a stand
ard for gauging excess war earnings. Investment was defined in
the summary as follows:
Art. 831. Meaning of invested capital.—Invested capital within the mean
ing of the statute is the capital actually paid in to the corporation by the
stockholders, including the surplus and undivided profits, and is not based
upon the present net worth of the assets, as shown by an appraisal or in
any other manner. The basis or starting point in the computation of in
vested capital is found in the amount of cash and other property paid in, the
valuation at which such other property may be included being determined in
accordance with the statute and the regulations. The computation does not
stop, however, with such original entries or amounts, but also takes into
account the surplus and undivided profits of prior years left in the business.
The invested capital of a corporation includes, generally speaking, (a) the
cash paid in for stock, (b) the tangible property paid in for stock, (c) the
surplus and undivided profits, and (d) the intangible property paid in for
stock (to a limited amount), less, however, the same proportion of such
aggregate sum as the amount of inadmissible assets bears to the total assets.
Invested capital does not include borrowed capital.

In other words investment closely approximates net worth,
and no attempt is made in the law to use economic capital as a
basis, for the clause quoted above specifically says “invested capital
does not include borrowed capital.”
All things considered it would appear that rate of profit on
net worth furnishes the most practical standard for him who is
attempting to pass judgment upon the reasonableness of profits.
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In an unincorporated enterprise it is conceivable that all the
capital for running the business might be borrowed. In this
case there is no net worth at the beginning of operations. Any
profit made, therefore, cannot be related to net worth, and no rate
or measure of reasonableness on this basis can be established.
In such cases economic capital is obviously a better standard, but
it would probably be admitted that cases of this kind are rare.
Again, if a certain rate on net worth were laid down as reasonable,
the shrewd business man would immediately attempt to make his
net worth as large as possible. This he can do, if no regulations
restrain him, by revaluing his fixed property on the basis of
current reproduction values instead of cost values; by injecting
goodwill into his assets and issuing stock therefor; by selling stock
instead of borrowing money from the banks; by issuing preferred
stock instead of bonds, and so forth.
Great care must be exercised by the regulating authority in
defining net worth. Perhaps the safest rule that can be laid down
is that net worth is the difference between total assets (after
assets have been cleared of goodwill and all fictitious valuations
including re-appraisals) and total liabilities, including bonds.
Again assuming that net worth as thus limited and defined be
taken as a standard, a further difficulty remains in regard to the
question of the actual cash or property contributions made by
stockholders and the bearing of such contributions on the problem
of a reasonable rate of earnings. A profit regulation, for in
stance, of 10 per cent on the net worth of company A and com
pany B—where A’s net worth was made up of cash capital plus
a surplus derived from a genuine parsimony in declaring divi
dends ; and B’s net worth was made up of an original shoe-string
plus excessive profits put back into surplus after paying high divi
dends—such a situation, calling for an equal tax, or price reduc
tion, on the part of both A and B, does not seem to be altogether
equitable. The bearing of original contributions, particularly in
cases of monopoly, must not be overlooked in bringing judgment
to bear upon the reasonableness of the profits of a given company.
An Illustrative Case

The XY Company manufactures men’s shoes of one style
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only. Its balance-sheet (condensed) on December 31, 1919, was
as follows:
Liabilities

Assets

Current assets....................... $100,000 Accounts payable................... $ 30,000
Fixed assets.......................... 200,000 Notes payable.......................
30,000
Goodwill...............................
50,000 Bonds payable.......................
70,000

Total liabilities................. $130,000
Net worth
Capital stock, common........
“
“ pfd. (7%)...
Surplus ................................

100,000
50,000
70,000

Total net worth................. $220,000

Total assets....................... $350,000

Total liabilities & net worth. $350,000

Value of leased machinery used by company—$50,000

The profit and loss account of the XY company for the year
ended December 31, 1919, was as follows:
Sales (200,000 pairs of shoes @ $5)................................
Cost of sales (exclusive of rent, interest and federal
taxes) ...........................................................................

$1,000,000
950,000

Gross profit..........................................................
Less rent paid on machinery........................................... $4,000
Interest paid.......................................................... 6,000

$50,000

Net profit..............................................................
Federal income tax............................................................

$40,000
10,000

Transferred to surplus........................................

$30,000

10,000

From the above statements it is possible to select all the various
figures and standards hitherto considered and calculate rates of
profit on each.
Net worth is found to be.....................................................................

$170,000

The net worth of the company shown on the balance-sheet is
$220,000, but this includes a valuation of $50,000 for goodwill
which must be eliminated, the item in this case being assumed to
be merely a book value for which nothing was paid.
Economic capital is found to be..........................................................

$320,000

This is obtained by adding net worth ($170,000) to borrowed
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money ($100,000) to the valuation of rented machinery used
($50,000).
Net worth plus borrowed money is found to be..................................

$270,000

The various rates of profit actually earned according to certain
of the standards already enumerated are as follows:
Rate of net profit ($40,000) on sales ($1,000,000)............. =
4 per cent
Rate of net profit ($40,000) on costs ($950,000).............. =
4.2 “ “
Rate of net profit ($40,000) per unit of output (200,000 prs.) = 20c. per pair
Rate of gross profit ($50,000) on economic capital($320,000) = 15.6 per cent
Rate of profit
*
($46,000) on net worth plus borrowed money
($270,000) ........................................................................... = 17.0 “ “
Rate of net profit ($40,000) onnet worth ($170,000).............. = 23.5 “
Rate of net profit ($40,000) on capital stock ($150,000).... = 26.7 “ “
Rate of profit† ($36,500) on common stock ($100,000).......... = 36.5 “ “

Which of these rates is the most significant, and which gives
the surest index of reasonableness? Four per cent on sales and
4.2 per cent on costs and 20 cents per pair, standing by themselves,
mean nothing. They do not tell us whether the company is making
a modest profit or recklessly profiteering. Similarly a rate of
26.7 per cent on capital stock or 36.5 per cent on common stock
has no final significance in itself. We must know what percentage
of the stock has been paid in, what percentage represents stock
dividends or the capitalizing of intangible amounts. Also a
rate on preferred and common combined means little.

This leaves two significant figures. The rate of gross profit
on economic capital is 15.6 per cent. The rate of net profit on
net worth is 23.5 per cent. The former makes it evident that the
company is earning almost three times the normal interest rate on
the total investment that it uses. In a necessity of life such
as shoes, this appears to be high. There is no question therefore
as to the possibility of passing some kind of judgment from this
standpoint.
From the standpoint of net worth, a rate of 23.5 per cent
before paying income taxes rewards the stockholders with better
than four times the normal interest rate on their investment.

Which of these two standards, both significant, shall be chosen
as preferable? Does 15 per cent on economic capital mean more
* Gross profit after paying rent.
† After paying preferred dividend.
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than 23 per cent on net worth ? Undoubtedly, the latter figure is
the better known and the more significant in the business world.
What is a Reasonable Rate of Profit

Having determined, provisionally at least, a standard by which
profit may be measured, the next problem is to fix a specific rate
of earnings which may be judged as reasonable. It is not within
the limits of the present discussion to lay down any specific rates,
and it is probable that such rates should only be laid down by the
statesman or the critic after the most searching examination of
all the factors involved. The most that can be said at this point
is that no allowed rate should ever be less than the current interest
rate, and it is obvious that the interest rate should form the
foundation for erecting reasonable percentages in multiples above
this base line.
Rates falling within the category of reasonableness will vary
somewhat between industries according to the risk involved.
Thus complete monopolies with little inherent risk in them might
well be content with the lowest rate (but little if any above the
current interest rate) ; semi-monopolies might justly claim a
higher level as reasonable, while companies in more or less com
petitive fields might claim still higher rates.
The layman or the statesman who attempts to pass upon the
reasonableness of profits or to bring upon a given individual the
fearful stigma of a profiteer should exercise the greatest care in
weighing relative economic advantages. In general, it may be
laid down that a reasonable rate varies directly with the risk in
volved. It might well be that the soundest method of determining
rates in a field where competition still persists to some extent lies
in averaging such rates over a series of years, reasonableness being
dependent upon the average of the period rather than upon the
return in any given year.
Conclusion

Summarizing the argument, it appears that the question of
what shall constitute a reasonable profit is permanently before
us. It must be faced, whether we like it or not and whether we
agree with the economics of it or not. To date no universal stand
ard has been laid down for gauging reasonableness. The most
diverse methods are employed and the most careless statements
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and conclusions are made. Reviewing the field, it is evident that,
of all methods which have been advanced for passing judgment
on profits, the rate of economic profit on economic capital and
the rate of net profit on net worth are the two tenable bases
which have a more or less universal application. Of the two,
the rate of net profit on net worth is, undoubtedly, the better
understood. If net worth be taken as the standard, a fixed rate of
profit thereon cannot be laid down as reasonable for all industries,
but such rate must vary according to the extent of risk inherent
in the particular business under review. The range of such varia
tion should, however, probably lie between the normal rate of
interest as a minimum and several times this rate as a maximum.
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Accounting for the Agricultural Machinery Industry*
By William Rolland Wright

Of the various American manufacturing industries, perhaps
none requires a greater aggregation of capital in proportion to
its output, nor carries with it a larger expense for operation and
distribution, than the manufacture and distribution of agricultural
machinery.
In considering the subject it is well, perhaps, briefly to classify
the products in this line under the following heads:
Implements:
Plows, cultivators, harrows, etc.
Planting machinery:
Planters, grain drills, seeders, etc.
Power and miscellaneous machinery:
Wind-mills, gasoline engines, grinding machinery, cream
separators, etc.
Harvesting machinery:
Mowers, headers, binders, corn harvesters, rakes, tedders,
hay loaders, etc.
Heavy machinery:
Traction engines, gas tractors, threshers, engine plows,
saw-mills, stationary engines, etc.
Aside from the cost of production, the accounting principles
involved are largely governed by the method of sale and distribu
tion, which differs to some extent with each line.
Implements, planting and power machinery are usually sold
to retail merchants, who in turn sell to the farmer or user.
Harvesting machinery is usually sold direct to farmers, but
in some cases the retailer assumes the account. When sold
direct to farmers, a profit or commission is included in the sale
price for the retailer in whose territory the purchaser resides, as
in most cases sales are made through the agent’s personal efforts.
Heavy machinery is almost invariably sold direct to the user,
*A thesis presented at the November, 1919, examinations of the American Institute
of Accountants.
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but the retailer or agent for the territory receives a commission
whenever a sale is made through his efforts.
The cost accounting procedure in the manufacture of all the
foregoing lines is somewhat similar.
Materials are purchased on a cash basis and considerable time
is consumed in building the machinery. The machines are manu
factured before orders are received and are carried in stock ready
for delivery when sales are made.
Implements, Planting and Power Machinery

Implements, planting and power machinery are usually sold
on season contracts containing lease and reserve title clauses
which withhold the title to such machinery until payment is com
plete. These articles are noted for a multiplicity of long and
complicated terms on which the machinery is sold and, although
a degree of regularity is maintained, the terms on each kind of
machine are different.
In many cases it is customary to allow liberal cash discounts,
quantity discounts, extended terms and “carry-over-on-next
year’s terms” privileges, while in other cases settlement is required
on the first of each month by cash less discount, or by note, for all
machines sold during the preceding month, these terms to apply
for a definite number of months, at the end of which time settle
ment is required for machines on hand unsold by cash less dis
count, or by note due on a definite date, often four, six, eight and
twelve months after settlement date.
It is customary, when the terms set forth in the season con
tracts provide for a definite due date, to close all unsettled items
into notes maturing on the dates specified. When a contract pro
vides for cash discount allowances if the invoice is paid by a
certain date, it is sometimes customary to wait until after the dis
count date and, if the discount privilege is not used, to close the
account by note. At other times notes may be taken before the
discount date with the discount privilege written on the margin of
the note.
The retailer will hesitate to give notes when his machinery
purchases are subject to a carry-over privilege. In such cases it
is best to wait until the time to make settlement; then have a
representative take an inventory of the machines on hand to be
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carried over on extended terms and obtain settlement by note
for all items at the respective maturities named in the contract.
All notes so taken usually bear interest after maturity.
Considerable bookkeeping can be avoided if accountants will
give attention to closing customers’ accounts into notes as soon
as possible. It may be necessary to train customers to the habit
of giving notes, but when once accomplished, it will serve to
avoid many disputes—“frequent settlements make friends.”
Accountants must not overlook the fact that machines carried
over on next season’s terms, whether settled by note or not, rep
resent sales on which the profit is not yet earned. It is therefore
necessary to reserve a sufficient amount of the apparent profits
so that they will not be included in the profits of the current year
and paid out as dividends, or for other purposes, as it is quite
possible that before the notes taken mature, the machinery car
ried over may be returned for various reasons.
While it is the custom among manufacturers of implements,
planting and power machinery to confine their sales to retail
dealers, orders frequently are solicited and taken from farmers
or users by manufacturers’ representatives and delivery is made
through and the account assumed by the retail dealer or agent, who
controls by contract the territory in which the sales are made.
When a manufacturer fails to make a satisfactory agency con
tract in a community, he often finds it necessary to establish his
own agency through which to sell his output direct to the user.
With this kind of an agency many aggravations are involved
in according for the machines handled, credit risks taken when
machinery is sold on time, as most sales are made, and cash and
notes taken by the agent in settlement, as so often such an
agency is established at some cross-roads in a good farming com
munity with a former canvasser in the same line or perhaps a
farmer.
As a rule the selling season for such an agency is short and the
person who accepts an agency under such conditions seldom
keeps books but depends entirely upon the invoices received for
a record of the machines received and carries only a mental ac
count of each transaction.
When machines are sold on time through such an agency,
notes made out on forms furnished by the manufacturer are
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taken from purchasers in settlement at the time of delivery of
the machines, the notes sometimes being secured by chattel mort
gage, lease contract or vendor’s lien, the form of security adopted
being that which is most effective under the law of the state in
which the sales are made.
The notes and cash received by the agent are sometimes held
by him until settlement time at the close of the season and some
times sent to the nearest branch house weekly or monthly.
At settlement time a representative of the manufacturer calls
upon the agent to make settlement; at which time an inventory
is taken of the machines on hand unsold, an accounting made of
the cash and notes taken by the agent and an investigation made
as to the ability of the makers of the notes to pay.
After determining the net amount due the manufacturer, after
deducting commissions due the agent, the representative selects
the proper proportion of the good notes and cash receipts. If a
deficiency remains, the agent is required to make it up in cash,
or, if he is -unable to do so, his note is taken for the difference
together with the farmers’ notes which may have been rejected
in the first instance, these latter notes being taken as collateral
to the agent’s note—or the agent’s note may be taken as collateral
to the farmers’ notes.
Harvesting Machinery

Harvesting machinery differs from implements and other ar
ticles in that it has a short season. Sales and distribution are
directed principally from the main or branch office and sales
are made direct to farmers, for that purpose an army of canvas
sers is employed, whose work is accomplished within a few months
immediately preceding and during harvest season.
It is customary to make season contracts with agents to repre
sent the manufacturer in the farming districts, these agents being
either retail merchants, blacksmiths, farmers or some other
persons.
The machines are shipped in car lots from the factory to the
agency and when less than car lots are ordered, several such lots
are consolidated into carloads and the car shipped to a common
distributing point whence the less-than-car lots are re-shipped by
local freight to destination.
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A peculiar difference to be noted between harvesters and
implements is that harvester shipments are usually billed to con
signees on manifests showing quantities, description and equip
ment, without showing the price, and accounts with the consignees
or agents are kept entirely on a stock record, each kind of ma
chine being accounted for by quantity, size, description and equip
ment.
In recent years some manufacturers have sold harvesting
machinery on the same plan used in the case of implements and
planting machinery, with different degrees of success, but ex
clusive harvester companies find the old method satisfactory.

Agencies are checked up frequently during the selling season
and if sales are slow, the machines which an agent may have
on hand without prospect of sale are reshipped to other agencies
having better prospects, or they may be concentrated at some
central point for loading in cars for shipment to a distant market,
so that at the close of the season the agencies over the territory
will have practically no machines on hand to be carried over.
The advantage in invoicing without a price will no doubt be
apparent when the various movements of machines are under
stood. It is of particular advantage when, as is often the case,
the equipment is changed from one machine to another, thereby
causing a change in the description and often the size of the ma
chines which can only be accounted for on a stock record on which
the various equipment and complete parts are recorded.
When the machines are shipped from the factory, the freight
generally follows the shipment, but often the manufacturer ad
vances the freight, which is charged against the agent, to be in
cluded in his account at settlement time; and, as most machines
are sold f. o. b. factory, it is necessary that the agent collect the
factory freight when the machines are sold and delivered.
When machines are taken off the hands of an agent and
shipped elsewhere, the factory freight is collected through the rail
road as advance charges; and such collections together with the
freight collected from purchasers of machines must be accounted
for at settlement time.
Harvest season is followed by the settlement and collection
season. Settlements require a visit to the agent by the traveling
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“blockman” who covers the territory in which the agency is
located.
When the blockman calls to make a settlement an inventory
is taken of all machines and repair parts on hand. A statement of
the machines shipped to and from the agency is furnished the
blockman by the accounting department of the main or branch
office.
The blockman is required to make the necessary entries on
the statement, showing the inventory of machines on hand in
quantities and repair parts on hand in total at list price, the detail
of parts inventory being shown in the repair list book which is
made to be used as an inventory record.
The inventories are then deducted from the items shown on
the statement for which accounting is required. The blockman
then makes adjusting entries to correct errors and for machines
reshipped and not credited on the statement before it left the
main or branch office.
After all adjusting entries are made the balance will indicate
the quantity, kind, size, description and equipment of machines
sold. The blockman is then required to make up a statement on
settlement blanks provided for the purpose, generally on the back
of the statement furnished by the accounting department of the
main or branch office showing the quantity, kind, size, description
and equipment of each kind of machine sold, with the name and
address of the purchaser and amount received, showing the amount
of cash received in the cash column, notes or leases in the note
column and the total extended to the total column, thus reducing
all machine sales to a dollar and cents basis. All columns are then
totaled.
Contra items are then entered for freight adjustments, com
missions, allowances, etc., and the total is deducted from the grand
total of debits, leaving the net balance for which settlement must
be made by the agent.
In the case of harvesters, when the machines are delivered,
settlement is obtained from the farmer in cash to cover
freight and a part payment on the machines and notes for the
balance, which is secured by chattel mortgage, lease contract or
vendor’s lien on the machines, besides additional security when
required.
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When sold on time, the notes or lease contracts are made to
mature in the fall of the year in one, two and three years with
interest and are taken on forms furnished by the manufacturer.
When settlement is made with an agent the notes taken on
sales are classified according to the ability and reputation of the
maker for paying his obligations. These facts are determined by
interviews with local bankers, merchants, etc., as well as a prop
erty statement from the maker.
The blockman then completes the settlement by taking good
notes and cash in proper ratio to total cash and notes received for
machines sold. When more than one note is taken secured by the
same lease or mortgage, the complete set is taken instead of
dividing them between the manufacturer and agent.
In case any notes are classed as not good, they are rejected
by the blockman and any deficiency in the settlement has to be
made up in cash or by note by the agent, in which case some or
all the rejected farmers’ notes may be taken as collateral to the
agent’s note—or the agent’s note may be taken as collateral to the
farmer’s notes.
In some cases the manufacturer will take all the farmers’
notes, and the amount of agent’s commissions included in the
deferred payments will be accounted for by commission certifi
cates, which are issued to the agent by the manufacturer after the
settlement is received and entered on the books at the main or
branch office.
In this way the manufacturer protects himself to some extent
against losses on the business done by the agent by withholding
payment of commission certificates until all or a sufficient amount
of the notes taken on sales made by the agent have been paid. In
case of any loss on such sales, the agent is made to stand it to the
extent to which any commissions due him unpaid may cover the
loss.
Heavy Machinery

The methods of sale and distribution of heavy machinery in
volve more accounting problems, perhaps, than the other kinds of
agricultural machinery. Machines in this class are almost invari
ably sold direct to users. On account of the large amount of
capital required, it is seldom that a retailer is financially equipped
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to carry such articles on his own account. Most sales, however,
are made through the efforts of the local agent or retailer.
When a new machine is completed at the factory, it is turned
into completed stock and recorded on a stock record. A separate
account is kept thereafter in the stock record with each machine,
showing the serial or factory number, description and equipment
and cost as equipped. If changes are made on the machine by
adding to or taking from it, the cost of such changes is debited or
credited as the case requires on the stock record. This record is
kept until the machine is finally sold and must include all freight
invested in it when shipped to the selling territory awaiting sale.
Machinery in this class is usually sold for part cash and
balance due in one, two and three years. Often one or more
second-hand machines of the same or different make are taken
in trade.
Notes are taken for all deferred payments, which are required
to be secured by chattel mortgage, trust deed or lease contract
covering the machines sold, the form of chattel security depend
ing upon the laws governing chattels in the state where the ma
chines are sold and to be used.
Additional security is also often taken in the form of chattel
mortgages on live-stock, growing crops and anticipated thresher
receipts, and mortgages and trust deeds on real estate.
The varying features of the laws of each state in which ma
chinery is sold must be kept constantly before both the accounting
and collection departments so that securities may not go by default,
as, for instance, in one state, where a lease contract is used instead
of a chattel mortgage, by filling the lease contract it amounts to
a foreclosure; so it is customary not to file lease contracts in that
state until it is found necessary to repossess the machinery. In
another state it is necessary to file the lease contract in order to
protect the seller and it then virtually becomes what is known
in other states as a reserved title or a vendor’s lien. In some
other states where chattel mortgages prevail, such mortgages have
to be renewed annually and, unless so renewed, the security is lost.
Another problem, which is always the cause of more or less
concern, arises when the purchaser, without permission from the
seller, takes the machinery out of the county or out of the state
in which it is sold and to be used and in which the security on
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record applies. This often occurs where the purchaser operates
near a state line. Wherever there is a possibility of such an
occurrence, it is best to have proper chattel instruments covering
the machinery also recorded in the counties of the adjoining state
in which the purchaser is likely to operate.
One of the items to be considered in accounting for heavy
machinery sold on deferred payments is that of deferred profits.
Properly to account for such profits it is necessary to set up a suffi
cient reserve out of the book profits each year to allocate the profits
to the years in which they are actually realized, which will be in
the years in which the deferred payments are due and paid. Such
deferred profits will frequently disappear before the payments be
come due, for it is not an uncommon thing for a purchaser, after
having used his machinery during the first or second season after
purchase and realized some income therefrom above the amount
of his initial payment, to default on his remaining payments and
move out of the country, leaving the machinery on the ground
uncared for and subject to the elements and other depreciating
conditions.
In such circumstances it is necessary that the seller, as soon
as he discovers this condition, follow a legal process known as
“repossessing” the machinery, in which case it becomes a second
hand machinery purchase at an appraised value, or, if the appraisal
is more than the balance due on the debt, the machinery is taken
in at a price sufficient to balance the debt. A similar proceeding
is followed in the case of a foreclosure on a chattel mortgage or
lease contract.
In case a balance remains due on a claim after allowing credit
for the machinery taken back, if there is no chance of collecting
the amount still due, it should be closed out to reserve for doubtful
accounts.
When taking second-hand machinery in trade or in settlement
of a debt, care must be used in appraising the v due of the second
hand machinery and sufficient allowance must be made for the
cost of rebuilding and placing it in salable condition.
Second-hand machinery taken in trade or otherwise is debited
to second-hand machinery purchased at the price at which it is
taken.
A separate account is kept in the second-hand machinery stock
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record with each second-hand machine. As soon as a machine is
taken an account is opened, the machine is given a stock number,
which must appear on the account, and the name, kind, description,
equipment, etc. and cost or price at which it is taken is entered on
the account, with the amount of freight paid.
Most second-hand machinery has to be overhauled and rebuilt,
in which case each machine to be rebuilt is entered in the rebuild
ing department, which is maintained by most of the heavy ma
chinery concerns at the larger distributing branches, on a rebuild
ing shop order, which should show the stock number and a brief
description of the machine.
It not infrequently happens that, after a machine has entered
the rebuilding department, it is found to be too defective to war
rant the expense of rebuilding, in which case it is sold for scrap
and the proceeds are credited to second-hand machinery sales
and the amount received and the disposition of the machines are
recorded on the stock account.
The separate account carried in the second-hand machinery
stock record with each machine serves as a cost account for rebuild
ing operations. As soon as the machine enters the shop, the
stock record account (loose-leaf in form) should be placed in a
separate binder or division of the stock record, so that entries for
the cost of rebuilding may be made without, having to handle
accounts of other machines not in the rebuilding department.

The rebuilding shop order should be made in duplicate and
one copy retained in the office as a follow-up.
A suggestion for a form of stock-record account for second
hand machinery is shown on form “A” (see page 445), which
provides space in the heading for the stock number and a complete
description of a machine. Below the heading, columns are pro
vided from left to right for date, folio, quantity, description and
equipment, serial number, original cost, freight, material, direct
labor, overhead expense, total rebuilding cost, grand total cost,
credits, balance (cost). On the back columns are provided for
recording the daily time tickets for direct labor performed on
each job each day as shown on form “B” (see page 446).
When a second-hand machine is purchased, the name, descrip
tion, equipment, size, stock number, from whom received, date and
number of credit invoice are entered in the upper part; and in
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the lower part are entered separately under the proper date and
number of credit invoice, the main body of the machine, equip
ment and attachments, showing cost of each in the original cost
column and freight paid in the freight column with total extended
to the grand total cost column.
Material used must be entered daily on the account at cost
under proper date and in the material column from the material
tickets, and the total must be added to the total rebuilding cost and
also to the grand total cost. At the end of each day or month
the total direct labor for each day or month, shown on the
back of the account, must be posted to the account on the front
under the proper date and in the direct labor column. The amount
of overhead expense based upon a percentage of direct labor must
be entered in the overhead expense column. The total of both
must be added to the total rebuilding cost and also to the grand
total cost so that the account will show the total cost of rebuilding
and the total investment in the machine to date.
In case any part of the equipment is taken from a machine
while in stock, the cost of such an item is entered under the proper
date in the credit column and the balance is extended to the balance
column, showing the net investment remaining in the machine.
It is necessary to keep a close watch on the cost of rebuilding
second-hand machinery as there is a tendency to spend too much
money in rebuilding, thus increasing the total investment to more
than the price for which the machines can be sold, in which case
they will have to be sold at a loss.
Sample Machines

A large amount of capital is at all times invested in sample
new machines, which it is necessary to have on exhibition all over
the country to enable agents to make sales, and during the harvest
ing and threshing season it is necessary to ship large numbers of
machines, so that they will be at points convenient for delivery
when sales are made, as machines frequently are wanted on short
notice which does not permit shipment from the factory.
Samples and machines shipped for quick delivery on anticipated
sales are invoiced to agents, but cannot be counted as sales until
settlement is made and, therefore, must be included in the inven
tory. This also applies to machines shipped to agents or pur-
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chasers on sale contracts, as it often happens that machines are
rejected at destination on account of delay in delivery or be
cause purchaser cannot raise the funds to make the initial payment
or for other reasons. Such machinery cannot be considered sold
until satisfactory settlement is received therefor.
Heavy machinery is most always sold f. o. b. factory. When
machines are shipped as samples or scattered over the country to
effect quick delivery on anticipated sales, the freight is often car
ried by the manufacturer until the machines are sold and reshipped,
at which time accrued freight is collected from the purchaser
through the railroad, or, if delivered, collection is made through
a bank or sales agent.
An accounting must be made for freight collected through the
railroad and other sources. It often happens that through over
sight of the shipper or railroad clerks such freight is omitted from
the bill of lading or way-bill and the shipment is delivered and
local freight collected without the advance charges. The purchaser
of the machine cannot be reached, settlement having been made
when the machine was delivered, and the omission of advance
charges may not be discovered until a long time afterwards, often
too late for collection, in which case, if the railroad is at fault, it
is required to make good the amount, or, if some one else is re
sponsible, it may result in a loss.
Settlements and Commissions

When sales are made through agents, settlements with pur
chasers may be made by the agents, manufacturer’s representa
tive or by a bank at the delivery point. When settlement is made
by an agent, that portion of his commission included in the initial
cash payment is withheld by the agent. If made by the manufac
turer’s representative or a bank, the cash commission is remitted
to the agent when the settlement is received at the main or branch
office. For the commissions included in deferred payments, com
mission certificates are issued to agents payable when the notes
given by the purchaser of a machine are paid.
Outstocks

On account of the heavy freight on local shipments of im
plements, planting, power and harvesting machinery, and in order
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to effect delivery to the retailer as nearly as possible at carload
rates, it is necessary to maintain “outstocks” with transfer and
storage agents so that less-than-car lots can be reshipped by local
freight by the transfer agent and the freight at carload rate from
factory to transfer point, plus a storage and transfer charge, can
be collected through the railroad by inserting in the bill of lading
the amount to be collected. This amount is then included by the
railroad in the way-bill as advance charges.
By collecting the factory freight in this way, the amount in
vested in freight on outstocks is returned to the manufacturer soon
after reshipments are made.
When a transfer agent reships machines, he is required to
make to the manufacturer a report of each shipment, showing the
quantity and description of the machines shipped, amount of ad
vance freight collected and transfer fee. The transfer agent is
required to collect the advance charges from the railroad and
remit to the manufacturer as collections are made from the rail
road.
It is important that the accounting department keep a close
check upon transfer agents to the end that all advance charges be
collected and remitted promptly.
Outstocks are frequently carried with retail dealers at good
shipping and distributing points. The retailer is given the privilege
of drawing machines from outstocks for his own sales, but he
frequently neglects to report such withdrawals when they are
made. At the same time the main or branch office is carrying a
stock record account of machines in outstocks, showing a certain
quantity on hand with transfer agents, and is not notified of such
withdrawals until the machines are ordered out for other cus
tomers, dissatisfaction resulting on the part of the other customers
on account of the delay.
The only way to avoid this is to insist that transfer agents
report withdrawals immediately after making such withdrawals.
Machines in outstocks cannot be treated as sales until drawn from
outstocks for that purpose.
Repair Parts

Repair parts are usually sold on a cash basis, but it is necessary
to supply agencies and retailers as well as transfer agents with a
449

The Journal of Accountancy

general assortment of repair parts on consignment so that users
may be supplied promptly when the urgency of the season requires
quick delivery.
When repair parts are shipped on consignment, they are usually
invoiced at list price and an accounting is made at the end of the
season when settlement is made for repair parts sold at list price
less trade discount.
Repair parts shipped on consignment must be accounted for
at the main or branch office as “outstocks,” as they are returnable
on demand of the manufacturer. Therefore it is important that
repair parts should not be included in sales until they are actually
sold.
The user frequently finds it necessary to order repair parts
direct from the factory, especially in the case of harvesters and
heavy machinery. It is important that repair parts orders be filled
promptly to meet the urgency of the season and to keep machines
from being thrown back on the manufacturer on account of delay
in obtaining repair parts. Therefore it is necessary that such ship
ments be sent c. o. d. and at list price.
It often happens that an agent is entitled to a commission
or discount on sales made direct to user. In that case, when re
turns are received from the c. o. d., a credit must be made to the
agent or retailer into whose territory the shipment is made, for the
amount of the trade discount which he would have received if
the sale had been made through him.

Repair Parts Returned for Credit

When repair parts stocks are returned for credit by agents and
retailers, it is not an uncommon thing for them to include in such
returns good parts showing no sign of usage which may have been
taken from some old discarded machine, for which the agent or
dealer paid nothing but would gain substantially if credit were
allowed for such parts, as in many cases the credit would amount
to more than the price of the complete machine from which they
were taken.
A comparison of the list of repair parts shipped to agents with
the list of the repair parts returned will aid in determining whether
credit should be allowed for all parts returned or not.
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Defective Repair Parts

One of the things which requires careful attention on the part
of the accountant and auditor is the allowance of claims for de
fective repair parts.
There is, seemingly, a tendency among users and agents to take
advantage of the manufacturer in this respect. As free repair
parts allowances run into a great deal of money each year, it is
important that such claims undergo the closet scrutiny and all
defective repair parts be returned for inspection.
Defective Machines
In the course of a year’s business, more or less machinery is
returned on account of defective materials, improper workman
ship in designing and construction, or the machinery may be
entirely unfitted for the purpose for which it is intended to be used
in the territory in which it is found to be defective or inefficient.
Such machinery, when returned, is seldom in salable condi

tion. Sales are reduced and expense increased by return freight
and handling charges. Some returned machinery is nothing more
than scrap, but in some cases there may be parts which are per
fectly sound and can be used elsewhere, or they may be inter
changeable with other machines. In other cases the machines re
turned may, by applying a coat of paint, be put in salable condi
tion and used in some other territory.
All these conditions must be carefully considered by the auditor
and accountant to the end that the inventory shall not be padded
with worthless and unsalable machinery; that profits and losses
may be allocated to the years in which they belong; and that, for
statistical purpose, correct comparisons may be made of the
progress of the business over a period of years.
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Depreciation Policy and True Cost
By J. Hugh Jackson

During this period of rising prices it has come to be a common
question whether depreciation should be charged on the basis of
the cost of wasting assets or on the basis of what it will cost to
replace these assets when worn out. The policy adopted by the
individual manufacturer must be reflected directly in the cost of
the commodities produced, for that policy will determine whether
a larger or a smaller amount for depreciation is to be charged
annually as an operating cost.
To make the point more concrete, suppose a saw-mill which
originally cost $1,500,000 will require $4,000,000 to replace it—
shall the annual depreciation charge to operations be made on
the basis of the original cost or of the replacement cost of the
plant ? Or, to express it differently, is the purpose of the depreci
ation charge to maintain the capital investment or to replace the
physical plant ?
The answer to these questions is the answer to “What is true
cost?” The cost of doing work or of producing commodities in
cludes the loss due to the physical and functional depreciation of
fixed assets, and this wearing out and this obsolescence are in
curred during the life of the equipment. Hence, this expense is
chargeable against the product turned out during the life of the
assets, and not against any product turned out after their lifetime.
The original cost of the equipment, less any salvage value, is the
depreciation expense chargeable to the total output of a plant
during its economic life. The fact that the plant cannot be re
placed at the same cost, but only at much more, has nothing to do
with the cost of its product but only with the cost of future
product turned out by the subsequent plant. True cost, therefore,
can be obtained only by including as total depreciation the loss
based on the original cost of the equipment.
On the other hand, the fact that true cost can only be ob
tained by using a depreciation charge based on the original cost
of the plant does not mean that prices must be fixed on the cost
figures so found. This would mean that the customer gets the
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use of low-cost plant in the days of high-cost plant. It is not a
question of accounting, but of business policy, whether the manu
facturer or the customer is to get this advantage. Most equip
ment now in use has been purchased when prices were lower than
at the present time. True costs are considerably lower than they
would be if the depreciation charge to operations were made on
the basis of replacing the present physical plant, so, unless a
somewhat greater percentage is added to the cost to obtain
selling price, the customer will have the benefit of the fact that
most equipment was purchased when prices were lower than now.
Actual cost, however, is a fact, whatever policy is adopted; cost
cannot change so far as the depreciation expense is concerned.
If the manufacturer is to charge the customer such prices as
will furnish sufficient funds to replace the plant at considerably
higher prices than what it originally cost, it is really asking the
customer to furnish the additional capital required by a higher
level of prices. In the case of a public utility, the guaranteed
return would have to be high enough to cover all operating ex
penses, including depreciation. In addition a fair return would
have to be given the investor, and the necessary funds provided
to cover the increase in the cost of a new plant over the equipment
now in use. It is obvious that either this higher rate return must
be granted or the utility must be assured that it will be allowed to
obtain needed capital when the present plant has to be scrapped
and new plant, at considerably higher prices, has to be installed.
In such a case, however, borrowed capital must be considered the
same as invested capital and the interest on bonds as a division of
the profits under the guaranteed return, rather than an operating
expense. As it may be years, even a generation, before any large
proportion of the plant has to be replaced at the higher price
level, it would seem fairer to permit the utility to earn only on
the basis of replacing the plant at present prices. In other words,
the present customers of the utility should pay for their service
received the actual cost of that service, plus a fair return on the
capital actually invested. When the plant is replaced at the
higher price level the users of the service at that time should pay
for the actual cost of that service, plus a fair return (either as
interest on bonds or as dividends on stocks) on the capital then
invested. Besides being unfair to collect from present customers
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the additional capital to serve the customers of a future generation,
the capital which is thus being collected may stand unused for a
considerable number of years. This should not be, especially if
the municipality will allow the obtaining of additional capital when
such is necessary.
In case of an industrial organization, the principle is the same.
As the obtaining of additional capital, however, is on a somewhat
different basis from that of a public utility with its assured return,
it would seem only just that the customer pay enough to com
pensate the manufacturer for the use of his equipment at what
ever the market price may be and without considering at all what
the manufacturer may have paid for that equipment. In other
words, the manufacturer would provide for the replacement of
his plant at the higher price level, regardless of what the real
cost of the equipment was—the portion of the additional capital
to be contributed by the customers depending upon the remain
ing life period of the equipment in use. Thus, if the increase in
the replacement cost of the equipment takes place early in the
lift of the assets, the customer will pay most of the additional
replacement cost, for he has had the benefit from wearing out
the more valuable plant; but if the increase comes late in the life
of the equipment, the manufacturer must provide most of the
increased capital, for the customers have not utilized so much of
the increased value. It is assumed here, of course, that the pro
prietor has the right to benefit from the ownership of a utility
at a time when it becomes more valuable, it being one of the
chances of proprietorship to gain when things go up and to lose
when they go down.
Whatever policy, then, may be adopted, the depreciation ex
pense over the life of present equipment must be the same. Using
the illustration above given of the saw-mill costing $1,500,000,
which will require $4,000,000 to replace the plant, the annual
charge to operations for depreciation must be based on the $1,500,000 figure. Whether the customer or the producer shall have the
advantage of the low-priced equipment may greatly affect the
selling price of the commodity produced, but it cannot change the
cost. In case the customer reaps the advantage of the low-cost
equipment the selling-price of the article will be made up of (a)
a certain sum representing cost and (b) a sum representing
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normal profit. In the other case the selling-price must equal (a)
a certain sum representing cost, (b) a certain sum representing
provision for replacement (and being an actual surplus) and (c)
a balance as normal profit. By the time the saw-mill equipment
(for illustration) is entirely worn out and ready to be scrapped,
the reserve (or allowance) for depreciation account should stand
credited for the original cost, less salvage, of the plant; while
a reserve for replacements (or similar account representing actual
surplus) would stand credited on the books for such proportion
of the additional $2,500,000 necessary to replace the saw-mill at
the increased price level as the manufacturer was able to collect
from customers.
This reserve for replacements would have been subject, year
by year during its realization, to the federal taxes. Whether the
account should stand credited for the gross amount representing
provision for replacement or the proportionate part of the taxes
should be charged against the account, thus reducing it con
siderably, is largely or entirely a matter of policy and not of ac
counting. Obviously, the desire at present on the part of many
manufacturers to include a depreciation charge in their costs
sufficient to replace the present equipment at much higher prices
is to escape the tax on all sums collected as a provision for the
replacement of the property. Not only, as stated above, would
this misstate the true costs—it would not be tolerated for an
instant, we are sure, by the internal revenue bureau—neither
should it be.
When the new plant is purchased at the higher price level, the
old plant account would be closed out to the reserve (or allow
ance) for depreciation account (theoretically balancing both ac
counts, having adjusted for salvage), the new plant account
would be charged and cash (for illustration) credited and the
reserve for replacements could then be turned back into surplus
and be used for stock dividends or in any other way desired by
the board of directors. These final entries show conclusively how
the additional necessary capital, to the extent of the reserve for
replacement, has been contributed by the customers of the busi
ness—an additional payment made by them for the privilege of.
using low-cost plant in the days of high-cost equipment.
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EDITORIAL
Hanging Out the Shingle
In these days when the accounting profession is offering in
creasing attractions to men starting out in life it is not astonishing
that there should be a good deal of discussion among the younger
men as to the methods by which they may properly establish them
selves in practice and share in the prosperity which attends the
practitioner of good standing.
The old question of the propriety of bringing one’s self to
the notice of the public by means of advertisement, circular or
other agency will probably never be definitely settled to the satis
faction of the novice.
The young man crammed full of accounting theory and im
bued with enthusiasm on the subject of his innate abilities will
almost always feel to begin with that all that is necessary to bring
himself into prominence is the announcement of his readiness to
be consulted. He feels that the wider the distribution given to
this announcement the better for himself and, incidentally, the
better for the public. Consequently, the attitude of the Institute
on the subject of advertising does not meet with the entire en
dorsement and approval of the young men who are not yet estab
lished.
A letter written by a young accountant to one of the established
members of the profession in a large western city so well presents
the view of many men in his condition that it is worthy of repro
duction. In the course of the letter the following paragraphs
occur:
It has been observed by the writer in a large percentage of cases that
the general idea of the layman in regard to the employment and duties of
the C. P. A. is rather hazy; many of them think that the detection and
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running down of defalcations is his sole object in life, and, unless some set
of circumstances arises under which it is necessary to check up an employee,
an accountant is never thought of nor employed. This may not be altogether
true in the east, where accounting has been earlier recognized and its ad
vantages realized, but the west has not advanced in education quite so rapidly,
and in the endeavor to correct this condition this letter is written.
Many papers have been written and read before the Institute advising
the accountant, and particularly the young one just setting out in business
life, as to the proper course of procedure in his efforts to procure business.
Almost all of them have been to the effect that he must not advertise, solicit,
approach, waylay, entice or blackjack prospective clients or the clients of
other accountants, but must establish himself in an elaborate suite of offices,
surround himself with a competent staff of stenographers, juniors, seniors
and chief assistants, calmly seat himself in his large chair with great dignity,
don his wisest look and await with all the patience he may possess the
coming of a large clientele. Any time he may find in which he is not occupied
with his dignified waiting may be employed in writing theses on the higher
branches of his profession, issuing daily orders to the staff, instructing them
in the most popular ways of killing time, and, last but not least, draw the
monthly cheques for payroll and office rent.
In other words, we are told very specifically what we must not do, but
very little aid has been given in determining just what we may do indi
vidually, with propriety, along the line of educating the layman and con
vincing him that the services of an accountant would be a benefit. Is it
not true that up to the present time the layman has been allowed to pursue
a course of self-education, which we all know to be a very slow process?
It has been found by modern educators that, using an engineering term, the
forced-draft method has achieved the quickest and best results, and it is
believed by the writer that some such method, if applied in behalf of the art
of accounting, would rapidly create more clients, thus benefitting the pro
fession as a whole.
Don’t you think that the Institute as a body should undertake this edu
cational duty rather than leave it to the individual ?
Would it not be ethical and good business on the part of the Institute
to create a fund of sufficient size to pay for a series of educational letters
to be published in trade and business association publications, setting forth
to retailers, jobbers, wholesalers, manufacturers, producers and banks the
advantages to be gained by proper accounting and auditing?
A series of such papers setting forth all the advantages of accounting,
promulgated with the authority and backing of the Institute, would un
doubtedly give the layman a truer, broader and more correct idea of the
object and aims of the profession, foster better business methods, bring
about a more stable financial condition, and incidentally aid the accountant,
both old and young, in his efforts to advance in his chosen line of endeavor
without having any occasion to overstep the bounds of propriety, as is some
times done when the individual is left to his own devices.

The suggestion contained in the foregoing letter relative to
dissemination of information by means of educational bulletins
or letters from the Institute was tried without any great amount
of success by the American Association of Public Accountants,
prior to the formation of the American Institute of Accountants.
Several concise and convincing pamphlets were prepared and it
was suggested to state societies of accountants that they distribute
these pamphlets among the business and financial public of their
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districts. The suggestion was adopted by a considerable number
of state societies, but after one or two experiments the plan was
dropped, and, so far as advices have been received, no great results
attended the effort.
There is, of course, a deal of truth in the statement made
in the foregoing letter that a man starting out for himself, without
friends or record to aid him, may wait for some time before
reaching a position of independence in the accounting world. We
cannot imagine any great public demand for the services of an
unknown and untried accountant, and it is quite clear that the
first few years of an accountant’s independent practice are apt to
be a period of abundant leisure and lean returns.
But the same thing may be said with equal force of the new
comers in every professional field. The inactivity of the young
lawyer and doctor have been the theme of comment and jest from
time almost immemorial. There is no reason to believe that the
young accountant should not go through the same period of
dearth as his brethren of the other professions.
As a matter of fact, however, the inactive time in the case of
an accountant is generally far less than among other pro
fessions because of the great demand which has arisen for account
ing services and the comparatively small number of practitioners.
It is not at all uncommon in these days to hear of clients seeking
accounting services and going from office to office without being
able to find any one with time to assist them. Consequently, the
young man who hangs out a shingle may attract an occasional
stray client and thereby begin to establish himself more quickly
than would a physician or lawyer in similar circumstances.
There is another difference between some of the older pro
fessions and accountancy in that many of the men who open new
offices have had several years’ experience in the offices of other
accountants. During those years they have probably acquired a
circle of friends who are familiar with the excellence or faults
of their accounting work. In all too many cases the young men
breaking away from an older organization try to take with them
some of the clients of their former employers. This is alto
gether reprehensible and should not be countenanced for a mo
ment, but the fact remains that many accounting practices have
begun with the seduction of clients of former employers.
It seems to us that it would be perfectly legitimate for the
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young man who desires to start an office for himself to retain
the friendship of the clients of the firm for which he has worked.
In all probability, those clients would be able to throw his way,
either directly or indirectly, a certain amount of work which would
be acceptable to any young practitioner.
In the letter which we have quoted above, the writer, for the
sake of emphasis, goes to extremes. Of course, there is no neces
sity for the young man starting out for himself to pay salaries or
to incur expenses beyond a modest office rent—if any rents are
modest nowadays—and his own living costs. The suites of offices
and large numbers of employes can be postponed until practice
warrants the expenditure of the additional money. In point of
fact, we have heard of new accounting concerns starting out with
much mahogany and green carpet which soon came to the point
of dissolution of partnership and in some cases to the appointing
of receivers. Had they adhered to plain desks and chairs for a
while they might be in existence still.
But in any case, whatever the conditions, we fail to see wherein
the use of advertisement would assist the young accountant. It
has always appeared to us that the business man or banker or
other potential client who would be charmed by advertising or
circular letters would be a client scarcely worth having. It is
difficult to imagine a man of good sense employing a doctor who
advertised or a lawyer who advertised on the strength of the
advertisement only. It seems even more extraordinary that there
can be any man in business who is willing to lay before a total
stranger the most intimate details of his business affairs without
something more convincing as to the accountant’s integrity and
standing than is any ex-parte advertisement.
Of course, every accountant who is worthy the name has a
feeling of sympathy with the young man who seeks to establish
himself in the profession; and the difficulty of overcoming the
lean years without actual disaster is one that is sometimes quite
real.
But, then, on the other hand, it is the rarest exception in any
business or profession or trade to achieve success without a certain
number of years of effort and possibly of privation.
The fact to be remembered is that the man who has the quali
fications of an accountant and the persistence to adhere to it will
ultimately reach the plane of those who have succeeded.
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The matter of most absorbing interest at present to accountants giving
their attention to the subject of federal taxes is the decision of the United
States supreme court that stock dividends are not taxable as income.
This interest is accentuated by reading the decision delivered by Justice
Pitney and by the lucid definitions contained therein, as, for instance, the
definitions of income and of the difference between a true stock dividend and
other dividends.
The latter follows:

“A ‘stock dividend’ shows that the company’s accumulated profits have
been capitalized, instead of distributed to the stockholders, or retained as
surplus available for distribution in money or in kind should opportunity
offer. Far from being a realization of profits of the stockholder, it tends
rather to postpone such realization, in that the fund represented by the new
stock has been transferred from surplus to capital, and is no longer available
for actual distribution.”
It would seem that if accountancy’s terminology were adequate to express,
in a word or phrase, precisely the transaction described in the above quota
tion, and the particular language describing it had become common, much of
the confusion of mind, out of which grew the taxing of so-called stock
dividends as income, would not have been present.

This is only one of many instances which show the necessity for ex
pansion of the terminology of accountancy.

Accountants generally have found it difficult in many instances to express
their thoughts intelligibly to the lay mind. This difficulty is sometimes
occasioned by the lack of knowledge upon the part of the one with whom
the accountant is dealing, as to the fundamental fact that all transactions
in business represent an exchange of values. It is more often occasioned by
the fact that the lay mind does not comprehend the technical terms of
accountancy, and this lack of knowledge is emphasized by the want of precise
language with which to express thoughts related to accounting.
Many a member of the profession has experienced difficulty in making
clear to a jury some matter of considerable moment because of the lack of
adequate language with which to clothe his thought.
Upon consideration of the matter of terminology, it would seem to be
the duty of an accountant first to consult his own vocabulary, purge it of
inaccuracy and learn the exact meaning of each word contained therein, and
thereby be prepared to define his meaning in clear and non-technical language.
These thoughts as to the limitations of accounting terminology are
brought to mind, again, by the language of paragraph 3-a of the regulation
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contained in mimeograph 2436, entitled “Further instructions relating to over
payment of taxes of stock dividends.”
The above-mentioned paragraph reads as follows:
“Whether the dividend consists of the stock of the corporation distribut
ing the dividend to the taxpayer, or of stock of another corporation acquired
by the distributor."
It would seem from a superficial reading of the above paragraph, and
without the information contained in the description of a stock dividend, as
contemplated by the majority opinion of the United States supreme court,
quoted above, that stock dividends include a distribution by a corporation
of any stock of another corporation it may have among its assets.
The particularly concise description of a stock dividend contained in the
supreme court decision should prevent misunderstanding about this matter,
as the application of the above principle to the particular case that may be
before the taxpayer or his accountant will remove all doubt as to whether
the distribution of stock of another corporation constitutes a taxable stock
dividend or not.
It seems to be the duty of the accountancy profession to coin a word or
phrase to express the exact meaning of the transaction wherein a distribution
of shares of capital to stockholders constitutes simply a transfer of surplus
to the capital stock of a corporation.

(Mim. 2436, March 12, 1920)
Further instructions relative to overpayments of taxes on stock dividends
Supplement office telegram of March 9, 1920, and I. T. Mim. 2429, you
are advised that a claim for credit on form 47A for payment of tax on stock
dividends is to be accepted as a suspension of immediate collection of tax
due only—
(1) Against income or income and excess profits taxes due and unpaid.
(2) If amount claimed as a credit does not exceed the amount of tax
collected on the stock dividend less any additional tax due and unpaid upon
the sale of stock received as a dividend or stock upon which the dividend was
declared. (The basis of determining the gain or loss upon sale of stock
is stated in regulations 45, article 1547, paragraphs 1 and 2. That article
provides that the cost of each share of stock is the quotient of the cost of
the old stock divided by the number of old and new shares added together.)
(3) When accompanied by an affidavit of the taxpayer (supported by
statements from the corporation which distributed the dividends as to the
amount distributed to the taxpayer and years in which the profits distributed
were earned) covering the following information:
(a) Whether the dividend consists of stock of the corporation
distributing the dividend to the taxpayer, or of stock of another cor
poration acquired by the distributor.
(b) The name of each corporation declaring, the declaration of,
and the date of receipt by the taxpayer of, the stock dividends, the
tax on which was paid and is covered by the claim.
(c) The year in which the stock dividend was included in the tax
payer’s return of income.
(d) The number of shares the taxpayer received and the value
placed upon the dividend in the return.
(If no sale of stock was made the taxpayer need not furnish the
following information) :
(e) If any sale has been made of stock of the corporation de-
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daring the dividends, whether the stock be that acquired by a dividend,
or upon which the dividend was declared, state—
(1) The number of shares sold.
(2) The selling price.
(3) The date or dates of sale.
(4) The portion, if any, of the selling price included as taxable profit
in the return of net income for the year the sale was made and the item
in the return under which the amount was reported.
(f) State how many shares of stock the taxpayer owned at the
time he received the first stock dividend. How much that stock cost
the taxpayer and the date the stock was acquired. (If acquired prior
to March 1, 1913, state its value on that date and manner of deter
mining the value.)
(g) State separately the dates from March 1, 1913, upon which
you received stock dividends, the number of shares received on each
date and the names of the corporations distributing the dividends.
The receipt or cancelled cheque covering the payment of tax involved in
the claim should be attached to the claim.
(T. D. 2998, April 10, 1920)
Revenue Act of 1918
Deductions allowed:
Charitable contributions, article 251, regulations
No. 45 (amended)
Article 251 of regulations No. 45 is hereby amended to read as follows:
Art. 251. Charitable contributions.—Contributions or gifts within the
taxable year are deductible to an aggregate amount not in excess of 15 per
cent of the taxpayer’s net income, including such payments, if made (a) to
corporations or associations of the kind exempted from tax by subdivision
(6) of section 231 of the statute, or (b) to the special fund for vocational
rehabilitation under the vocational rehabilitation act of June 27, 1918.
For a discussion of what corporations and associations are included within
(a) see article 517. A gift to a common agency (as a war chest) for several
such corporations or associations is treated like a gift direct to them. In
connection with claims for this deduction there shall be stated on returns
of income the name and address of each organization to which a gift was
made, and the approximate date and the amount of the gift in each case.
Where the gift is other than money the basis for calculation of the amount
of the gift shall be the cost of the property, if acquired after February 28,
1913, or its fair market value as of March 1, 1913, is acquired prior thereto,
after deducting from such cost or value the amount, if any, which has been
or which should have been set aside and deducted in the current year and
previous years from gross income on account of depreciation, and which
has not been paid out in making good the depreciation sustained. A gift
of real estate to a city to be maintained perpetually as a public park is not
an allowable deduction. The proportionate share of contributions made by
a partnership to corporations or associations of the kind included in (a)
above and to the special fund for vocational rehabilitation specified in (b)
may be claimed as deductions in the personal returns of the partners to an
amount which, added to the amount of such contributions made by the
partner individually, is not in excess of 15 per cent of the partner’s net
income computed without the benefit of the deduction for such contributions.
However, the contributions made by the partnership shall not be deducted
from its gross income in ascertaining the amount of its net income to be
reported on form 1065 (revised). See article 321. This article does not
apply to gifts by estates and trusts or corporations. See section 219 of the
statute and articles 561 and 562.
This decision supersedes T. D. 2966 and T. D. 2977.
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Utility of Percentages
In the C. P. A. examination given in Ohio in October, 1919, there was
included a problem of a very peculiar nature. As will be seen, a complete
statement of a year’s business, including the balance-sheet, is required, and
the only actual figures given are those for the net profits of the year and
the depreciation on plant and machinery. It is necessary, in order to find
all the other items of cost and expense, of assets and liabilities, to apply
to these figures certain percentages that are given and to these results to apply
other percentages, and thus step by step to build up the completed statements.
Of course, in actual practice such a problem would never confront the
accountant. The books themselves would show the actual amount of the
sales and of the various expenses, etc., in dollars and cents, and not in per
centages of other items. Therefore the problem may be said to have no
practical value. As an extreme example of the kind of deductions that an
accountant is sometimes obliged to make, it has a value as training in what
is called synthetic or building-up reasoning in distinction from analysis,
which is the separation of a completed whole into its constituent parts.
Unless an accountant is thus able to follow such a line of reasoning, he
is liable to overlook important information which can best be exhibited by
percentages in reporting to a client on the facts disclosed by his audit.
Problem from the Ohio C. P. A. Examination, October, 1919
The American Manufacturing Company commenced business on January
1, 1918, with a paid-up cash capital equal to the sales for the year 1918.
The net profits for the year 1918 were $26,100.00.
Of the total charges to manufacturing during the year, 40 per cent was
for materials, 30 per cent for productive labor, and 30 per cent for manu
facturing expenses (including 5 per cent depreciation on plant and machinery,
amounting to $3,000.00).
The value of the material used was 80 per cent of the amount purchased,
and 90 per cent of the amount purchased was paid during the year.
The inventory value of finished goods on hand at December 31, 1918,
was 10 per cent of the cost of finished units delivered to the warehouse, and
the work in process at that date was equal to 50 per cent of the cost of units
delivered to the warehouse.
The selling and administrative expenses were equal to 20 per cent of the
sales—also to 40 per cent of the cost of goods sold. Ninety per cent of these
expenses were paid during the year 1918. Plant and machinery purchased
during the year were paid for in cash.
All labor and manufacturing expenses (exclusive of depreciation) were
paid in full up to and including December 31, 1918.
Of the total sales for the year, 80 per cent was collected and 1 per cent
charged off as worthless.
From the data given you are required to prepare a balance-sheet and a
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profit and loss statement, showing cost of goods delivered to the warehouse,
cost of goods sold and net profit for the year.
Solution
Let sales = ............................................................................................... 100%
Then (since selling and administrative expense is 20% of sales, or
40% of cost of goods sold) the cost of goods sold is half of the
sales ..............................................................................................
50%

And the gross profit is...............................................................................
(That is, if a is 20% of x and is also 40% of y, then y must be
half of x.)
The selling and administrative expenses..............................
And bad debts .........................................................................
Hence the profit is..................................................................
Then 29% = $26,100.00.
And 100% = $90,000.00, the sales for the year
and the cash capital at the beginning of
the year.
Cost of goods sold= 50%of $90,000.00... =
$45,000.00
Gross profit................... ............. .................. =
45,000.00
Selling and administrative expenses .............=
18,000.00
Bad debts .........................................................=
900.00

20%
1%

50%

21%

29%

Since the inventory of finished goods at December 31, 1918, was 10 per
cent of the cost of the finished units delivered to the warehouse, the cost
of goods sold was 90 per cent of the finished goods manufactured during
the year.
Then $45,000.00 ÷ 90 per cent = $50,000.00 the cost of finished goods
manufactured.
And $50,000.00 — $45,000.00 = $5,000.00 the inventory of finished goods
at December 31, 1918.
Since the work in process at December 31, 1918, was 50 per cent of the
cost of finished goods delivered to the warehouse,
50% of $50,000.00 = $25,000.00 work in process inventory.
50,000.00 goods finished during 1918.
25,000.00 work in process at Dec. 31, 1918.

40% of
30% of
30% of

$75,000.00 total manufacturing cost of 1918.
$75,000.00= 30,000.00 cost of material used.
75,000.00= 22,500.00 “ “ productive labor.
75,000.00= 22,500.00 “ “ manufacturing expense.

Of this manufacturing expense, $3,000.00 was depreciation on plant and
machinery; hence the manufacturing expense paid in cash was $19,500.00.
Since the rate of depreciation was 5 per cent, the cost of plant and ma
chinery was $60,000.00, all of which was paid for in cash.
Since 80 per cent of the material purchased was used in manufacturing,
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$30,000.00 ÷ 80 per cent = $37,500.00, the cost of the material purchased; and
$7,500.00 is the inventory of raw material at December 31, 1918. Also 90
per cent of $37,500.00, or $33,750.00, is the amount of cash paid for pur
chases, and $37,500.00 — $33,750.oo = $3,75o.oo, the accounts payable at
December 31, 1918, for purchases.
The selling and administrative expenses were $18,000.00. Of this amount,
90 per cent, or $16,200.00, was paid in cash. The remainder, $1,800.00, is an
addition to the accounts payable.
Eighty per cent of the sales of $90,000.00 were collected. One per cent
was written off. Hence,
Sales.....................................................................
Less cash collections .........................................
Bad debts......................................................

$90,000.00
$72,000.00
900.00

Balance of accounts receivable........................

72,900.00

$17,100.00

The cash summary is:
Cash capital paid in.................................... $90,000.00
Collections on accounts receivable...................
72,000.00

Deduct
Plant and machinery..........................................
Materials.............................................................
Productive labor.................................................
Manufacturing expense ....................................
Selling and administrative expense..................

162,000.00

$60,000.00
33,750.00
22,500.00
19,500.00
16,200.00

Total disbursements ....................................

$151,950.00

Balance ................................................................

$10,050.00

American Manufacturing Company
Trial Balance
December 31, 1918
Capital stock .......................................................
Plant and machinery.........................................
Reserve for depreciation,plant andmachinery.
Sales.....................................................................
Purchases ............................................................
Productive labor................................................
Manufacturing expense.....................................
Depreciation, plant and machinery...................
Selling and administrative expense.................
Bad debts ............................................................
Accounts receivable...........................................
Accounts payable ($3,750+ $1,800)................
Cash .....................................................................

$90,000.00
$60,000.00
3,000.00
90,000.00
37,500.00
22,500.00
19,500.00
3,000.00
18,000.00
900.00
17,100.00

5,550.00
10,050.00
$188,550.00
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Inventories: Raw material, $7,500.00; goods in process, $25,000.00;
Finished goods, $5,000.00.

American Manufacturing Company
Profit and Loss Statement
Year Ended December 31, 1918
Sales.....................................................................
Deduct:
Cost of goods sold
Material:
Purchases ....................................... $37,500.00
7,500.00 $30,000.00
Less inventory, Dec. 31, 1918........
Productive labor............................
Manufacturing expense.................
Depreciation—plant and machinery

22,500.00
19,500.00
3,000.00

Total manufacturing cost.
Deduct goods in process—Dec. 31,
1918 .................................

$75,000.00

$90,000.00

25,000.00

Cost of finished goods manu
factured ............................
Deduct inventory finished goods—
Dec. 31, 1918.....................

$50,000.00
5,000.00

45,000.00

$45,000.00

Gross profit on sales............................
Deduct:
Selling and administrative expense
Bad debts ........................................

$18,000.00
900.00

18,900.00

$26,100.00

Net profit .......................................

American Manufacturing Company

Balance-Sheet
December 31, 1918

Assets
Plant and machinery........$60,000.00
Less depreciation...............
3,000.00
Raw material.....................
Goods in process...............
Finished goods..................
Accounts receivable.........
Cash ..................................

57,000.00
7,500.00
25,000.00
5,000.00
17,100.00
10,050.00

$121,650.00
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Liabilities
Capital stock. $90,000.00
Surplus.......... 26,100.00
Accts payable 5,550.00

$121,650.00

Students' Department
Interdependent Variables
Editor, Students’ Department:
Sir: Will you be kind enough to publish the solution to the following
question? Prepare a consolidated balance-sheet on the basis of the fol
lowing facts :
A
Assets.............................. $100,000.00 Liabilities......................... $50,000.00
Stock of B (par)..........
15,000.00 Capital stock.....................
75,000.00
“
C " ............
15,000.00 Surplus.............................
5,000.00

$130,000.00

Assets..............................
Stock of C (par)...........
Deficit ..............................

Assets..............................
Stock of B (par)............

$130,000.00

B
$50,000.00 Liabilities.........................
5,000.00 Capital stock...................
10,000.00

$40,000.00
25,000.00

$65,000.00

$65,000.00

C
$50,000.00 Liabilities.........................
5,000.00 Capital stock.....................
Surplus............................

$10,000.00
25,000.00
20,000.00

$55,000.00

$55,000.00

Your kindness will be greatly appreciated by
Yours very truly,
Student.

This is a good example of what may be called interdependent variables.
In order to make a consolidated balance-sheet, it is necessary to replace the
par values of the B and C stocks with their respective book values. Since
B owns 20 per cent of the capital stock of C, the value of that asset on B’s
books should be increased to equal 20 per cent of the net worth of C. But
increasing the value of an asset on B’s books will necessarily increase the
net worth of C, since C owns 20 per cent of the net worth of B. Thus any
change in valuation of the stock of B and C is reflected back and forth in
the net worth of each of the companies. In order to find what the eventual
result will be, it is necessary to adopt some method by which amounts will
be obtained that need no further re-adjustment.
It is frequently asserted that the time devoted to the study of algebra
in school is virtually wasted, except for the mental training acquired. How
ever true this may be as to others, it does not apply to accountants. The
practising accountant finds many occasions when the basic principles of
algebra are a valuable help to him in his work. It would be difficult to
answer the question we are now considering in any other way than by
algebra. Therefore, we will adopt that method, but first we will obtain
simpler figures by using net assets instead of assets and liabilities in our
working papers only.
This will eliminate from the balance-sheets of B and C any credit items
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except the net worth of each company, composed of the capital stock less
deficit or plus surplus as the case may be.
Since the entire answer depends on the true net worth of these two com
panies, these are the two unknown quantities to be determined. These un
known quantities we will represent by x and y, and fractions of x and y can
be used for other quantities. This will produce the following condensed
balance-sheets.
B
Net assets........................ $10,000.00 Capital stock.. $25,000.00
C stock............................
1/5 y
Less deficit,...
?
x
C

Net assets........................
B stock............................

$40,000.00
1/5 x

Capital stock..
Surplus .........

$25,000.00
?

y

Let x = net worth of B,
y = net worth of C.

Then from the revised balance-sheets we see that
x = $10,000.00 + 1/5 y (or $10,000.00 +

y

5
x
y = $40,000.00 + 1/5 x

or $40,000.00 +

5
To eliminate the fraction, multiply both sides by 5.
5x = $50,000.00 + y.

Replacing y with the value given above,
x
5x = $50,000.00 + $40,000.00 +
5
To eliminate the fraction, multiply both sides by 5.
25x = $250,000.00 + $200,000.00 + x,
24x = $450,000.00.
x = $18,750.00 the net worth of B.

Similarly, we now solve for y, starting with the equation previously given.
y = $40,000.00 + 1/5 ( $10,000.00 +
y

y

or $42,000.00 +

y = $40,000.00 + $2,000.00 +

25

25

25y = $1,050,000,00+ y,
24y = $1,050,000.00,
y = $43,750.00 net worth of C.

Having thus obtained the net worth of each company, the amount of each
stock owned by the other is at once obtained by dividing our two results
by 5, as 1/5 was the ratio in each case. The only remaining unknown quanti
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ties to be determined are the deficit and the surplus on the B and C balancesheets, respectively. These amounts are obtained in the ordinary way by
simple arithmetic—subtraction and addition.
We used the net assets in our computations, but in setting up the following
balance-sheets we make use of the original amounts for the assets and for
the liabilities:
B

Assets................................ $50,000.00
C stock (1/5 of $43,750) .
8,750.00

Liabilities ....
$40,000.00
Capital stock. $25,000.00
Deficit...........
6,250.00
18,750.00

$58,750.00

$58,750.00
C

Assets ............................... $50,000.00 Liabilities.........................
B stock (1/5 of $18,750).
3,750.00 Capital stock....................
Surplus ............................

$10,000.00
25,000.00
18,750.00

$53,750.00

$53,750.00

It is necessary also to revise the balance-sheet of A by substituting the
book values of the B and C stocks held by A in place of the par values given.
Changing these values will also change the surplus of A, thus:
Changing.................................................
to..............................................................

$15,000.00
11,250.00

is a loss of...............................................
Changing ................................................
to..............................................................
is a gain of...............................................

$3,750.00
15,000.00
26,250.00
11,250.00

A net gain of $7,500.00, making A’s surplus $12,500.00. A’s balance-sheet
will then be:
A

Assets.............................. $100,000.00 Liabilities.........................
B stock..............................
11,250.00 Capital stock.....................
C “ ..............................
26,250.00 Surplus.............................
$137,500.00

$50,000.00
75,000.00
12,500.00
$137,500.00

Outside parties hold 1/5 of the stocks of B and C.
The working papers leading to the consolidated balance-sheet are too
simple to need detailing. Of course, the figures for the deficit of B and
the surplus of C are eliminated, except as reflected in the minority holdings.
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Consolidated Balance-Sheet—A, B and C

Assets .............................. $200,000.00

Liabilities........................ $100,000.00
Capital stock....................
75,000.00
Minority stockholders, B.
3,750.00
C.
8,750.00
Surplus ............................
12,500.00

$200,000.00

$200,000.00

Amortizing Discount on Instalment Contracts
Editor, Students’ Department:
Sir: Could you outline briefly for me the proper method of setting up
the income from real estate mortgages, on the books of an investment com
pany, where the mortgage is bought at a discount—without any computation
on an actuarial basis for determining the effective rate of income—and the
interest is paid and principal amortized by regular monthly payments, part
of which apply to interest and part to principal, the charge for interest being
reckoned on the half-yearly basis and on the amount unamortized as of the
first of that period?
I understand the actuarial principal of amortizing bond premium or
accumulating bond discount on the proper income basis, but it seems that the
Accountancy of Investment does not treat a case of this kind.
Appreciating any favor accorded me in this matter, I remain
Yours truly,
Akron, Ohio.
F. B. K.
When a debt is payable in equal periodical instalments which are applied
first to the payment of accrued interest and the balance to the reduction of
the principal, the principal of the debt is the present value of the annuity of
periodical payments. If a mortgage note, payable in this manner, is bought
at a discount, the purchaser’s income consists of the interest on the gradually
diminishing balance of the debt and also the discount. This discount should
not be credited to income in equal instalments during the life of the loan
if a scientific statement of the income is desired. The income should be pro
portionate to the investment; since the investment is continually diminishing,
the interest will be larger during the early periods of the loan than during
the later periods, and the discount credited to income during the early periods
should also be larger than during the later periods.
Since the note is purchased at a discount, the effective rate earned by the
purchaser is greater than the nominal rate carried by the paper. Theoreti
cally, the correct method of amortizing the discount is to ascertain the effec
tive rate, multiply the principal at the beginning of each period by this rate
to determine the effective income, and deduct therefrom the interest to de
termine the discount. But practically this procedure is very difficult, be
cause there is no formula by which an exact computation of the effective
rate can be made. The best that can be done is to approximate the rate.
To illustrate the procedure, assume that a note of $1,000.00, bearing 5
per cent interest, is to be paid off in monthly instalments of $25.00. The
interest is to be computed each six months on the principal unpaid at the
beginning of the six months’ period. This interest is deducted from the six
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monthly payments totaling $150.00, and the balance is applied as a reduction
of the principal.
The first necessary step is to determine the length of time which will be
required to pay off the debt. Since the interest is computed semi-annually,
the six monthly payments of $25.00 each may be treated as semi-annual
payments of $150.00; and the problem is to determine how many six-months’
periods will be required to pay the debt. This unknown time, which may be
expressed by the symbol n, may be very closely approximated in two ways:
by logarithms or by interpolation of annuity tables. The computation by
logarithms is as follows:
$1,000.00 is the present value at 2½ per cent per period of an annuity of
$150 each six months for n periods.
Then 1,000 ÷ 150 = 6.667, the present value of an annuity of 1 each six
months for n periods.

Now the present value of an annuity of 1 is computed by dividing the
compound discount by the interest rate. The compound discount is computed
by finding the present value of 1 and deducting it from 1. The present value
of 1 is computed by finding the amount of 1 at compound interest and dividing
1 by the amount of 1. Where the rate is 2½ per cent per period and there
are n periods.

The amount of 1 is represented by 1.025n.
1
The present value of 1 is represented by-------1.025“
1
The compound discount is represented by 1----------1.025"
1
1 —1.025"
And the present value of an annuity by------ --------.025
1
1 —1.025"
Therefore------------- = 6.667
.025
The value of 1.025” is ascertained thus:
Multiply both terms of the equation by .025:
1
1--------------- = .166675
1. 025n
Subtract 1 from both sides
1
-------------- = .166675 — 1
1.025"
Change signs:
1
---------- = 1 — .166675
1.025"
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Collect terms:
1
---------- - = .833325
1.025”
1.025n
Multiply both sides of the equation by---------- •
.833325
1
1.025“
.833325

X—

x

1.025n

1 .025”
.833325
1
.833325
This does not affect the value of the equation, because when equals are
multiplied by equals the results are equal.
By cancellation:
1
1.025"
=
, and 1.20 = 1.025"
.833325--------- 1
Then log. 1.20 = log. 1.025 X log. n
And log. 1.20 ÷ log. 1.025 = log n
log. 1.20 = .079181
log. 1.025 = .010724

Then .079181 ÷ .010724 = 7.384, the number of six months’ periods.
The fraction .384 of six months is equivalent to 2.304 months. This
means that after the last full monthly payment of $25.00 has been paid a
balance of approximately .304 of $25, or $7.60, will remain. This is a very
close approximation of the facts, as shown by the following schedule of
payments and amortization:

$1,000.00

Principal..............................................................................

First six months:
Payments totaling................................................. $150.00
Interest 2½% on $1,000.00.........................................
25.00
Balance.........................................................................
Second six months:—
Payments totaling............................................... $150.00
Interest 2½% on $875.00...........................................
21.88
Balance.........................................................................

Third six months:
Payments totaling........................................................
Interest 2½% on $746.88.............................................

$150.00
18.67

Balance.........................................................................
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128.12
$746.88

Fourth six months:
Payments totaling................................................ $150.00
Interest 2½% on $615.56.............................................
15.39

Balance.........................................................................

125.00

131.33

$615.55

134.61
$480.94

Students’ Department
Fifth six months:
Payments totaling ............................................... $150.00
Interest 2½% on $480.94.............................................
12.02

$342.96

Balance.........................................................................

Sixth six months:
Payments totaling ............................................... $150.00
Interest at 2½% on $342.96.......................................
8.57
Balance..........................................................................

141.43
$201.53

Seventh six months:
Payments totaling............................................... $150.00
Interest 2½% on $201.53.............................................
5.04
Balance .........................................................................
Eighth period:
First month......................................... $25.00
Second month.............................................
25.00

137.98

144.96

$56.57

$50.00

Less two months’ interest on $56.57.........

.47

49.53

Balance..........................................................................................

$7.04

This makes a total payment of $32.04 at the end of the second month.
The approximation of $7.60 shows an error of $.56, on the assumption that
more than $25.00 is paid at the end of the second month in order to com
plete the settlement. If the final payment is made at the end of the third
month the settlement will be:
Balance (as above)......................................................
Add three months’ interest.........................................

$56.57
.71

Total .....................................................................
Deduct two monthly payments....................................

$57.28
50.00

Balance..................................................................

$7.28

This shows a discrepancy of only $.32.
This indicates that the approximation of the time by logarithms is
close enough for practical purposes. The approximation by annuity tables
follows:

The present value of an annuity of 1 at 2½% for 8 periods is.........
The present value of an annuity of 1 at 2½% for 7 periods is.........

$7.1701
6.3493

An increase of 1 period causes an increase in the present value of...

$ .8208
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Present value of annuity of 1 at 2½% for n periods..........................
Present value of annuity of 1 at 2½ for 7 periods..........................

$6.6667
6.3493

Difference caused by increase of fraction of period............................

$ .3174

.3174 ÷ .8208 = .386 fraction of period
.386 of six months = 2.316

This would indicate a final payment of $25.00 X .316, or $7.90, a result
slightly less accurate than the one obtained by logarithms. However, in the
computations which follow, 7.386 periods will be used as the estimated time,
because the approximation by annuity tables is more easily accomplished than
the one by logarithms.
The next step is an approximation of the effective interest rate, and this
also is done by interpolation of annuity tables. These tables show present
values for full periods only, and interpolation is first made to estimate
present values for 7.386 periods at various rates between which the unknown
rate is supposed to lie.
Since $900.00 is paid for the note, $900.00 is the present value of an
annuity of $150.00 per period for 7.386 periods at an unknown rate, and
$900 ÷ 150, or $6.00, is the present value of an annuity of $1.00 for 7.386
periods at the unknown rate.
Present Values of Annuities

For 8 periods.........................................
For 7 periods.........................................

4%
$6.7327449
6.0020547

5%
$6.4632128
5.7863734

6%
$6.2097938
5.5823814

Differences for 1 period.....................
Multiply by...........................................

$ .7306902
.386

$ .6768394
.386

$ .6274124
.386

Differences for .386 of a period (ap
proximately) ........................
Value for 7 periods..............................

$ .2820464
6.0020547

$ .2612598
5.7863734

$ .2421811
5.5823814

Value for 7.386 periods (approx.) ...

$6.2841011

$6.0476332

$5.8245625

The $6.0000 value at the unknown rate lies between the 5% and 6%
values. Therefore

Value at 5%..........................................................
Value at 6%..........................................................

$6.0476332
5.8245625

Difference ............................................................

$ .2230707

Value at 5%................................................
Value at unknown rate.........................................

$6.0476332
6.0000000

Difference ..............................................................

$ .0476332
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If a decrease of .2230707 in the present value is caused by a 1% increase
in the rate, a decrease of .0476332 in the present value is caused by an in
crease of approximately 476332/2230707 of 1% in the rate, or .2135%. There
fore, the effective rate is approximately 5.2135% per period of six months,
although the nominal rate is only 2½% per period.

Schedule of Amortization at Estimated Effective Rate

$900.00

Investment ...........................................................................

First six months:
Payments totaling .......................................................
Interest 5.2135% of $900.00.......................................

$150.00
46.92

103.08

Balance .........................................................................
Second six months:
Payments totaling ............................................... $150.00
Interest 5.2135% of $796.92.......................................
41.55

$796.92

Balance.........................................................................
Third six months:
Payments totaling ............................................... $150.00
Interest 5.2135% of $688.47.......................................
35.89

$688.47

Balance.........................................................................
Fourth six months:
Payments totaling............................................... $150.00
Interest 5.2135% of $574.36.......................................
29.94

$574.36

Balance .........................................................................

Fifth six months:
Payments totaling.............................................. $150.00
Interest 5.2135% of $454.30.......................................
23.69
Balance.........................................................................

Sixth six months:
Payments totaling............................................... $150.00
Interest 5.2135% of $327.99.........................................
17.10
Balance .........................................................................

Seventh six months:
Payments totaling ............................................... $150.00
Interest 5.2135% of $195.09........................................
10.37
Balance .........................................................................

108.45

114.11

120.06
$454.30

126.31
$327.99

132.90

$195.09

139.63

$55.46

If the debt is fully paid at the end of the second month, the credit to
interest at the effective rate will be two months’ interest, or 1/3 of 5.2135%
of $55.46, or $.96, making the final payment:
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Balance (as above).....................................................
Add two months’ interest...........................................

$55.46
.96

Total .............................................................................
Less payment end of first month of 8th period........

$56.42
25.00

Balance.........................................................................

$31.42

However, the payment actually made at this date in final settlement is
$32.04. This is a discrepancy of $.62, which is adjusted by crediting in
come with $.96 plus $.62, or $1.58 at the time of final settlement. The
amortization table is thus completed.
Balance (as above)...................................... $55.46
End of first month—payment......................................

25.00

Balance.........................................................................
Add income credit to adjust......................................

$30.46
1.58

Balance paid in cash end of second month...............

$32.04

The periodical credits to income, shown by the foregoing schedule, are
represented in part by cash collections and in part by amortization of dis
count. What entries should be made ? Since the payments are made monthly,
entries would probably be made debiting cash and crediting the notes re
ceivable or mortgage account for the payments. Every six months adjust
ing entries would be made for the interest and discount.
Tabulation of Interest Entries
Monthly entries
Semi-an’al ent.
Dr.
Cr,
Dr.
Cr.
Cash Mtge. rec. Mtge. rec. Interest Balance
Original investment................................................................................
$900.00

First six months:
Payments totaling.... $150.00 $150.00
Inc. at effective rate....................................

....................
$750.00
46.92
46.92
796.92

Second six months:
Payments ............
150.00
150.00
...........................
646.92
Inc. at effective rate....................................
41.55
41.55
688.47

Third six months:
Payments ...........
150.00
150.00
............................
538.47
Inc. at effective rate....................................
35.89
35.89
574.36

Fourth six months:
Payments ...........
150.00
150.00
..........
..........
424.36
Inc. at effective rate....................................
29.94
29.94
454.30
Fifth six months:
Payments ...........
150.00
150.00
............................
304.30
Inc. at effective rate....................................
23.69
23.69
327.99
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Monthly entries
Semi-an'al ent.
Dr.
Cr.
Dr.
Cr.
Cash Mtge. rec. Mtge. rec. Interest Balance

Sixth six months:
$150.00
Payments................... $150.00
Inc. at effective rate..
..........
Seventh six months:
Payments ...................
150.00
150.00
Inc. at effective rate..
..........
..........
Eighth period:
25.00
First month payment..
25.00
..........
Second month interest.
..........
Payment.....................
32.04
32.04

.........
17.10

........ $177.00
17.10
195.09

..........
10.37

10.37

..........
1.58
..........

..........45.09
55.46

......... 30.46
1.58
32.04
.......... 0

This method of amortizing the discount involves a great deal of work
and the results are only approximations. Moreover, you state in your letter
that you do not want to make the computation on an actuarial basis. How
ever, the preceding has been given to show how nearly the following easy
procedure will conform in its results to a fair approximation by the scien
tific method.
The following method is an adaptation of the “bonds outstanding” method
of amortizing discount or premium on serial bonds, described by A. Lowes
Dickinson on page 138 of Accounting Practice and Procedure, and the “sum
of years digits” method of computing depreciation.
Make a table listing the interest periods during which the loan will
continue. For the sake of simplicity consider the last fractional period as
a whole period. In other words, in the illustration 7.386 periods would be
considered 8 periods. List the numbers of the periods in inverse order, be
ginning with the largest and ending with 1. Find the sum of these numbers.
Compute the decimal fraction representing the ratio of each number to the
total. For the purposes of the illustration the table would be:
Periods
8
7
6
5
4
3
2
1

Decimal
.22222

36

•99997

.19444
.16667
.13888
.11111
.08333
.05555
.02777

The decimal .22222 is equivalent to 8/36, and the other decimals are
similarly computed. These decimals govern the discount to be amortized,
the largest decimal being used the first period. The credits to income each
six months are the sum of the interest computed at the nominal rate and

477

The Journal of Accountancy
the discount. The following table shows the periodical amounts of interest
and discount and the totals thereof, which are compared with the totals by
the actuarial method:
Table of Credits to Income

First 6 months................... .
Second 6 months............... .
Third 6 months................. .
Fourth 6 months...............
Fifth 6 months.................. .
Sixth 6 months.................
Seventh 6 months.............
Eighth period, 2 months..

Bonds outstanding method
Interest
Discount
Total
22.22
25.00
47.22
21.88
41.32
19.44
18.67
16.67
35.34
29.28
13.89
15.39
12.02
11.11
23.13
16.90
8.57
8-33
10.60
5.56
5.04
2.78
.47
3.25

Actuarial
method
46.92
41.55
35.89
29.94
23.69
17.10
10.37
1.58

100.00

207.04

107.04

207.04

A comparison of the figures in the last two columns shows that the results
by this method are exact enough for most purposes. If a great many such
mortgages are purchased it would be desirable to construct tables of decimals
which could be used for loans extending over the various customary numbers
of periods.
Origin of Voucher-Cheque
We have been asked for information in regard to the origin of the
voucher system and the voucher-cheque. We will be gratified by any light
that can be thrown on this subject.

Arthur Wolff & Co. announce the removal of their offices to 522 Fifth
avenue, New York.

Hart & Robinson announce the removal of their office to 18 East 125th
street, New York.

Perley Morse & Co. announce the removal of their offices to 110 William
street, New York.
P. Miles Taylor announces the opening of an office at 59 Wall street,
New York.

478

New York State Society of Certified Public Accountants
At the annual meeting of the New York State Society of Certified Public
Accountants, held May 10, 1920, the following were elected officers and
directors for the ensuing year: President, J. S. M. Goodloe; first vicepresident, Howard B. Cook; second vice-president, Homer S. Pace; secre
tary, James F. Farrell; treasurer, James F. Hughes; directors for two years,
George L. Bergen, Patrick W. R. Glover, Frederick H. Hurdman, Edward
L. Suffern, Norman E. Webster and John R. Wildman.

California State Society of Certified Public Accountants
LOS ANGELES CHAPTER
At the annual meeting of the Los Angeles chapter of the California
State Society of Certified Public Accountants, the following officers and
directors were elected for the ensuing year: President, A. M. Loomis;
vice-president, H. Worthington; secretary-treasurer, E. H. Spencer; di
rectors, Reynold E. Blight and H. Ivor Thomas.

Certified Public Accountants of Massachusetts
The Certified Public Accountants of Massachusetts, incorporated, at the
annual meeting held May 12th in Boston, elected the following officers:
President, George Lyall; vice-president, Hollis H. Sawyer; treasurer, Gerald
Wyman; secretary, Frederick Bond Cherrington; executive committee,
George Lyall, Hollis H. Sawyer, Frederick Bond Cherrington, Robert
Douglas, Stanley G. H. Fitch and Daniel B. Lewis.

Patterson, Teele & Dennis announce that Edward H. Moeran, member of
the American Institute of Accountants, and David Leslie Milne, Asso
ciate of the Institute of Chartered Accountants in England and Wales, have
been admitted as partners in the firm.
George B. Buist and William H. Kerman, associates of the American
Institute of Accountants, announce the formation of a partnership under
the firm name of George B. Buist & Co., with offices at Fort Wayne,
Indiana.

R. M. Bateman, member of the American Institute of Accountants,
announces the opening of offices at No. 4 Arcade building, Norfolk, Vir
ginia, under the firm name of R. M. Bateman & Co.
Whitfield, Whitcomb & Co. announce that W. J. Piepenbrink has been
admitted to the firm, and will have charge of the branch office in Alaska
building, Seattle, Washington.

Main & Co. announce that William R. Main, member of the American
Institute of Accountants, is now associated with them, with headquarters
at Harrisburg, Pennsylvania.
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Walter K. Mitchell, member of the American Institute of Accountants,
announces the opening of offices at 611 H. W. Hellman building, Los
Angeles, California.

J. Frederick E. Wood, member of the American Institute of Accountants,
announces the removal of his office from 95 William street to 110 William
street, New York.
William G. Adkins, member of the American Institute of Accountants,
announces the removal of his Chicago office to 30 North Dearborn street,
Chicago.

J. D. Cohen, member of the American Institute of Accountants, announces
the removal of his offices from 67 Wall street to 87 Nassau street, New York.
Moyer & Briggs, members of the American Institute of Accountants,
announce the opening of a branch office at 1737 Broadway, New York.
Coughlan & Coughlan, members of the American Institute of Accountants,
announce the removal of their New York office to 41 Union Square.

Alfred J. Stern, member of the American Institute of Accountants, an
nounces the removal of his office to 522 Fifth avenue, New York.
Isidor Ginsberg, member of the American Institute of Accountants, an
nounces the removal of his office to 41 Union Square, New York.

Elihu S. Colbert announces the opening of an office in First National
Bank building, Birmingham, Alabama.

Touche, Niven & Co. announce the removal of their New York office
from 30 Broad street to 42 Broadway.
Louis E. Smith announces the removal of his office to 1209 American
Bank building, Seattle, Washington.

Neville, McIver, Barnes & Co. announce the removal of their New York
office to 10 East Forty-third street.
Edward R. Burt & Co. announce the opening of offices in the Conestoga
building, Pittsburgh, Pennsylvania.
Black & Co. announce the opening of a branch office at 6 Hamilton row,
Hagerstown, Maryland.
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American Institute of Accountants
List of Officers, Members of Council and Committees

1919-1920

OFFICERS
Waldron H. Rand, 101 Milk Street, Boston, Mass.
Arthur W. Teele, 120 Broadway, New York
Vice-presidents.
H. Ivor Thomas, 616 Higgins Bldg., Los Angeles, Cal.
Treasurer..........
J. E. Sterrett, 54 William Street, New York
Secretary.........
.A. P. Richardson, 1 Liberty Street, New York
Members of the Council
For five years:
For three years:
Hamilton S. Corwin.............................New Jersey
J. S. M. Goodloe....................................New York
Edward E. Gore............................................Illinois
Elmer L. Hatter...................................... Maryland
Charles S. Ludlam.................................New York
J. Edward Masters......................... Massachusetts
Overton S. Meldrum..............................Kentucky
James S. Matteson................................ Minnesota
Charles Neville........................................ Georgia
Robert H. Montgomery......................... New York
Adam A. Ross....................................Pennsylvania
Carl H. Nau...................................................... Ohio
C. M. Williams.................................. Washington
W. Ernest Seatree...................................... Illinois
President..........

For four years:
For two years : *
Harvey S. Chase............................... Massachusetts
F. W. Lafrentz......... .............................. New York
J. D. M. Crockett...................................... Missouri
W. R. Mackenzie.......................................... Oregon
W. Sanders Davies.................................New York
Page Lawrence......................................... Colorado
Walter Mucklow
.... Florida
Ernest Reckitt............................................ ..Illinois
John B. Niven...
New Jersey
W. A. Smith............................................. Tennessee
F. F. White.........
New Jersey
Edward L. Suffern...............................New Jersey
* Two vacancies exist in the membership of council for this term
For one year:†

John F. Forbes........................................ California
Elijah W. Sells...................................... New York
William P. Hilton................................... Virginia
E. G. Shorrock..................................... Washington
J. Porter Joplin............................................Illinois
F. A. Tilton............................................... Michigan
† A vacancy exists in the membership of council for this term.
Board of Examiners
For three years:
For two years:
F. H. Hurdman..................................... New York
W. P. Hilton............................................. Virginia
J. C. Scobie............................................. New York
John B. Niven, Chairman...................New Jersey
Arthur W. Teele................................... New York
Ernest Reckitt........................................... Illinois
For one year:
Charles S. Ludlam.................................New York
Waldron H. Rand
Massachusetts
California
H. Ivor Thomas
C. E. Iszard

Auditors
Delaware
William R. Tolleth.................................... Virginia

COMMITTEES
Executive Committee
The President, Chairman............. Massachusetts
W. Sanders Davies...............................New York
The Treasurer........................................ New York
J. E. Masters.................................... Massachusetts
H. S. Corwin........................................ New Jersey
John B. Niven......................................New Jersey
E. W. Sells............................................ New York
Committee on Professional Ethics

Carl H. Nau, Chairman.................................. Ohio
John F. Forbes...................................... California
J. D. M. Crockett..................................... Missouri J. Porter Joplin ........................................... Illinois
F. F. White...................... ... .New Jersey
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Committee on Arbitration
C. E. Wermuth, Chairman................... Louisiana
Lewis G. Fisher...............................Rhode Island
E. Lovejoy..............................................New York
Committee on Budget and Finance
E. W. Sells, Chairman.............. New York
Thomas L. Berry.................................... Maryland
Charles Hecht....................................... New York
Committee on Constitution and By-Laws
W. R. Mackenzie, Chairman..................... Oregon
W. A. Coy......................................................... Ohio
W. S. Sutton......................................Pennsylvania
Committee on Education
W. S. Whittlesey, Chairman............... New York
Allan Davies.......................................... New York
C. O. Wellington............................. Massachusetts
Committee on Ethical Publicity
W. Sanders Davies, Chairman........... New York
Carl H. Nau..................................................... Ohio
T. Edward Ross................................ Pennsylvania
Committee on Federal Legislation
Adam A. Ross, Chairman............... Pennsylvania
Francis Oakey........................................ New York
Archibald Bowman.............................. New York
Committee on Meetings
W. A. Clader, Chairman..;...................Delaware
J. E. Bates.......................... District of Columbia
A. M. Pullen.............................................Virginia
Committee on Nominations
H. S. Corwin, Chairman..................... New York
Joseph M. Pugh................................ Pennsylvania
C. M. Williams..................................Washington

Committee on Publication
J. E. Sterrett, Chairman....................... New York
William M. Lybrand............................. New York
F. F. White.......................................... New Jersey
Committee on State Legislation
J. S. M. Goodloe, Chairman............... New York
J. E. Hutchinson........... . ............................ Texas
F. A. Smith.................................................Missouri
Committee on Administration of Endowment
Geo. O. May, Chairman....................... New York
Robert Douglas.............................. Massachusetts
J. Porter Joplin.............................................Illinois
S. R. Mitchell.......................................... New York
E. W. Sells.............................................. New York
Committee on Increased Membership
Page Lawrence, Chairman......................Colorado
E. L. Pride......................................Massachusetts
Wm. Whitfield.............................................. Oregon
Committee on National Budget
Francis Oakey, Chairman....................New York
Archibald Bowman...............................New York
Adam A. Ross..................................... Philadelphia
Committee on Procedure
Henry B. Fernald, Chairman........... New Jersey
Julius J. Anderson.................................Minnesota
John F. Forbes........................................California
W. B. Richards....................................... New York
H. E. Smith..........................................Washington
Committee on Subsidiary Organizations
Robert H. Montgomery, Chairman.. .New York
A. T. Bacon..................................................Illinois
Stephen G. Rusk............................................... Ohio

ANNOUNCEMENT
On or about July 31 next, a publication will appear under the title
“THE ACCOUNTANTS’ DIRECTORY AND WHO’S WHO.”
In this volume will be gathered a list of the practising accountants
of the United States and Canada arranged by states and provinces,
with undisplayed names and addresses. The “Who’s Who”
portion of the book will comprise a collection of biographical sketches
covering the names and particulars of those who may be fairly
deemed to be the leaders in the profession. Advertising cards will
be included, but under no circumstances will these cards give pub
licity to the practice of accounting.
Information blanks have been sent to those from whom the
sketches are desired. Several hundred of these sketches are al
ready in hand, filled in with representative names and facts.
The within notice is published as a special and urgent request to
those who are still holding the blanks. The latter should be filled
in and forwarded to the undersigned at a very early moment.

THE FORTY-FIFTH STREET PRESS.
145 WEST 45tk STREET,

NEW YORK, N. Y
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Maps Out
Guiding
Principles And
Tells How To
Use Them

Simplifies
a

Complex
Subject

APPLIED THEORY OF ACCOUNTS
By PAUL J. ESQUERRÉ
Certified Public Accountant; Member American Institute of Accountants

A Working Guide to
Clean-cut Accounting
It is not too much to say that in writing
“Applied Theory of Accounts,” Paul-Joseph
Esquerré has performed a distinct service to
the accounting profession. His clean-cut
analysis of the principles of accounting helps
you to push aside the thousand befogging
details and see clearly the basic structure of
accounting truth that stands unmoved in
any storm of mere “opinion.”
It is no simple matter to keep hundreds of accounts
running in harmony, or to straighten out a tangle
before its effects have spread through the whole
system. The great value of Mr. Esquerré’s book is
that even through the most confusing maze of details,
it helps you to get and keep at all times a clear vision
of everything that is going on.

Your own opinion as to the best points of the book
will of course depend largely on the immediate prob
lems in which you are interested. But we are quite
willing to let you examine “Applied Theory of Ac
counts” with the greatest thoroughness before you
pay a cent for it.
Send no money—Simply mail us the coupon.

These Points and Hundreds of
Others Fully Covered
The many sources from which the "theory of
accounts” as it now exists has been evolved.
The gist of corporate organization and manage
ment as the accountant must know it.
Interesting points about triple and quadruple
entry accounting systems.
Why simple rules for double entry bookkeeping
are inadequate.

The complete theory of controlling accounts.

The “self-balancing” ledger.
The distinction in the meaning of the terms
“assets” and “liabilities” which the accountant
should have clearly in mind when applied to a
going concern and one about to liquidate.
Numerous points of law that bear on accounting
procedure.

Some citations on the law of fixtures; sugges
tions for accountants on distinguishing between
realty and personalty fixtures.

Two ways of writing off patent values when the
monopoly lasts only for a term of years.
The two ways of keeping the books of a cor
poration so as to show the true condition of
capital stock at all times, with illustrations.
The three accounting theories of bond issues.

The six classes of reserves.
Interest on investment as an element of cost.
The distinction between the goodwill of cor
porations and that of sole proprietorships and
partnerships.
A good form of pay-roll journal.

The Ronald Press Company, Dept. 225,
20 Vesey St., New York

In accordance with your offer, send me a copy
of “Applied Theory of Accounts.” After five
days’ ex urination I agree either to remit the
price, $5.00, or to return the book to you.
Name................................................................................. ..................................
Business Firm
or Reference..................................... ........... ....................................................

Address...............................................................................................................
Please Print Name and Address

Fill in the coupon and mail it to us
and this cloth bound volume of over
500 pages will be sent to you at once,
postage paid. If after five days’
examination you think best to return
the book, simply do so. If, on the
other hand, you decide to keep it, as
we think you will, remit us the price,
$5.00

When writing to advertisers kindly mention The Journal of Accountancy
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American Institute of Accountants
LIBRARY CATALOGUE
A limited number (500) of copies (bound in cloth) of the
new catalogue of the American Institute of Accountants is
offered for sale.
The catalogue contains subject and author references to all
books and pamphlets in the library and constitutes a most
important guide to modern American accounting literature.
Pages 237.

Price: $1.50 net, $1.65 delivered

Address all orders to

AMERICAN INSTITUTE OF ACCOUNTANTS
1 Liberty Street

New York

COST ACCOUNTING
For MEN and WOMEN
Our course in Cost Accounting is
designed to prepare men and women

for work as cost accountants, so much
in demand just now by the Govern
ment.

Other courses include Accountancy,

Auditing, Business Law, and Special
Post-Graduate Problems preparing for
C. P. A. Examination.
Send for catalog. Personal service
of R. J. Bennett, C. A., C. P. A.

Bennett Accountancy Institute
261 Farragut Street, Philadelphia, Pa.

PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction —
known and appreciated for their excellence of material,
superb workmanship and efficient design. In the
CENTURY “DE LUXE” PORTFOLIO (Illustrated)
you will find embodied all the essentials of a practical
Portfolio. Made of heavy English Bridle leather. Black,
Russet, or Cordovan. Solid shawl straps and adjustable
handle. Three or four wide pockets, and small pocket,
5" x9",with flap closed by snap buttons, for memo books,
pencils, etc. Hand-made gold finished staple and hooks
for padlock. Strong suspending lock with key.
Style and Size.
3-Pkts.
4-Pkts.
507—-17" x 11½"........................ $21.50
$22.25
508—18" x 12" ......................... 22.25
23.00
Sent prepaid anywhere in the U. S. upon receipt of price.
Money immediately refunded if not satisfactory in
every respect.
CENTURY Portfolios, Brief Cases and Secretary Cases
—some priced as low as $5--- described in our Catalog
“JJ.” Sent on request.
CENTURY LEATHER CRAFTS COMPANY
350 Broadway
New York City
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Remember the emphatic book
keeper who said he could never
get exactly the right pencil for
adding in the cash book?
Well, he’s happy now. The
other day someone told him to
get a Dixon’s Eldorado!

DIXON'S

Made in 17 Leads
—one for every
need orpreference.

ELdoradO
SAMPLE OFFER
Write to us on your letterhead and we
will mail you full-length samples of your
favorite leads. Also write for interesting
pencil booklet—“Finding Your Pencil.”

JOSEPH DIXON CRUCIBLE CO., Pencil Dept. 117-J, Jersey City, N. J.
Canadian Distributors:—A. R. MacDougall & Co., Ltd., Toronto

THE MARCHANTT WAY

Manufacturing, Trading and
Profit and Loss Statements
MAY BE DRAWN UP IN
ONE HALF THE TIME IF
ACCOUNTANTS WILL
USE THE
MARCHANT
CALCULATOR
ON THEIR FIGURING WORK.

PONY SPECIAL.
.SIZE 8 x 2 INCHES • WT. 13 LBS.

CALCULATING MACHINE CO.
CALIF
OAKLAND
237-Railway Exchange Bldg.Chicago Ill.

IT MULTIPLIES
SUBTRACTS
AMD DIVIDES
' FAST AND
ACCURATELY

SEND FOR
ACCOUNTANTS BULLETIN-6.

THE MODERN WAY
When writing to advertisers kindly mention The Journal

of
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Classified Advertisements
Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. Terms $3.00 an inch payable in advance.

SITUATIONS WANTED

SITUATIONS WANTED

Do you need
this man
as
your special statistical assistant; to conduct special
investigations, to obtain figures on items you want
quickly, to eliminate excessive overhead, to reorganize
disorganized departments. Eleven years’ experience in
cost accounting methods and general factory systems.
Age 30. A position in or about Philadelphia preferred;
only one with a progressive concern where a future is
assured will be considered.

Attention Mr. Executive

Address Box 148 c/o Journal of Accountancy

Young man 27 years old, single,
American, college and university
graduate, general experience, desires position with pub
lic accounting or industrial firm. Not afraid of hard
work.
Address Box 150 c/o Journal of Accountancy

Accountant

35,
college
graduate,
well-grounded
in
the
theory of accounting and auditing, with six years’ ex
perience as teacher of bookkeeping and accounting,
conducting audits in spare hours, plans to give entire
time to practice, and desires to connect with firm of
public accountants or private concern.
Address Box 151 c/o Journal of Accountancy

Senior Accountant

Well-educated young man, age 23,
seeks connection with C. P. A. or
commercial firm. Has 3 years’ railroad accounting and
general office experience; 1 year assistant to accountant
and 6 months semi-senior on staff of Public Ac ountant.
Qualified to handle audits, income tax returns, etc.,
without supervision. Salary reasonable.
Address Box 156 c/o Journal of Accountancy

Accountant
(residing in Middle West) is desirous
of joining a reputable firm in capacity
of Comptroller or General Auditor. Wide and varied
experience with prominent Public Utilities, Manufac
turing and Public Accounting interests.
Specially successful in constructive accounting,
having installed complete and intricate systems for en
terprises having gross annual revenues from one to
seven million dollars.
At liberty two months from date of acceptance.
Minimum salary $6,000 per annum.

Advertiser

Address Box 154 c/o Journal of Accountancy

Executive-Accountant-Auditor
Experienced in general and cost accounting, branch
house and consolidated reports and statements, auditing
and federal income tax. High school education, sup
plemented with Walton and Alexander Hamilton Insti
tute courses. American, age 30; married; salary,
$4,200. Prefer to locate in Central States.
Address Box 174 c/o Journal of Accountancy

Comptroller or Cost Acct., age 39.
An experienced and high-grade execu
tive, now with a large auto mfg. company in the Middle
West; 15 years’ constructive, cost and analytical ex
perience. References of the highest. Can I be of serv
ice to you?
Address Box 173 c/o Journal of Accountancy

Treasurer

41 years old, single, desires con
nection with C. P. A. firm or in
dustrial company.
Graduate Walton School of Com
merce, and will sit in C. P. A. examination in June.
Not particular regarding locality.

Accountant

Address Box 147 c/o Journal of Accountancy

Comptroller or General Auditor, C.
P. A., Missouri, C. A., Scotland, with
ten years’ manufacturing experience in costs, income
tax and finance; age 38; desires position with indus
trial concern in some Eastern or Western State.
Address Box. 149 c/o Journal of Accountancy

Treasurer

Energetic Executive-Accountant desires new
connection.
Reason: further advancement
with present employer restricted to few positions held
by officers. 32 years of age, married and in good health.
Force of 125 now under my supervision. Initial salary,
$6,000; transportation and moving charges to point of
service. Additional details upon request.
Address Box 157 c/o Journal of Accountancy

Able

Cost Accountant and Auditor
Technical School graduate, eighteen years’ experience
accounting and as executive, at present auditor for large
corporation in West, desires change. Will locate any
where; married; salary, $5,000.
Address Box 158 c/o Journal of Accountancy

Certified Public Accountant
desires to affiliate himself in capacity of Branch Man
agership for a large accounting firm, or would consider
partnership offer, from accountant of recognized stand
ing. Can make investment. Clean record and thor
oughly competent. Age 30; married.
Address Box 160 c/o Journal of Accountancy

Comptroller Office Executive
Qualified to handle financial and income tax matters,
desires permanent connection with corporation; now
holding responsible position at salary of $7,500; also
six years’ public accounting experience; any location;
age 35.
Address Box 161 c/o Journal of Accountancy
Semi-senior, Christian, de
sires permanent position
with firm of public accountants, located in the East,
willing to travel; conducts own audits. Age 27. Salary,
$2,700.
Address Box 162 c/o Journal of Accountancy

Situation Wanted
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SITUATIONS WANTED

Senior Accountant

(27), at present em
ployed by firm of cer
tified public accountants.
Experienced in handling
audits, costs, taxes, etc. Six years’ general experience.
Three years’ college training in accountancy. Special
training in cost accounting and auditing. Associate,
National Association of Cost Accountants. Position de
sired as Accountant or Auditor in any section of the
U. S., or abroad. Salary, $2,800 per year.
Address Box 152 c/o Journal of Accountancy

25, several
years’ practi
cal accounting and C. P. A. experience; familiar with
systems, tax work, etc., desires connection with re
liable corporation in similar capacity.
Available
August 1. Salary, $3,000.

Accountant and Auditor

Address Box 163 c/o Journal of Accountancy

Age
29,
thorough
knowledge of cost ac
counting. At present with well-known firm of Certified
Public Accountants, desires connection with reputable
industrial corporation. Minimum salary, $4,000.

Auditor-Accountant

Address Box 165 c/o Journal of Accountancy

Situation Wanted

Young man, 26, married,
desires position with firm
of Public Accountants or industrial concern, preferably
in Philadelphia or vicinity. Experienced in all office
detail, 5 years in present situation in executive capacity
requiring thorough knowledge of accounting, well edu
cated. Advanced student in LaSalle course.
Salary
secondary to opportunity to show ability and to possi
bilities for future advancement.
Address Box 167 c/o Journal of Accountancy

Semi-Senior Accountant

30 years, Walton student, at present employed tem
porarily with firm of Chartered Accountants; eight
years of varied experience, desires to connect with firm
of accountants, preferably members of the American
Institute of Accountants. Can furnish unquestionable
references.
Address Box 175 c/o Journal of Accountancy

Accountant and Auditor
with 18 years’ experience, would like permanent con
nection with industrial concern.

Address Box 177 c/o Journal of Accountancy

Graduate Accountant

of recognized school,
average 94%, spe
cialized in Constructive and Cost Accounting.
Now
holding excellent general accounting position, but de
sires industrial cost work; any location. Two years’ un
usual experience as Cost Accountant, both operation and
construction, interrupted by army service. Executive in
charge of Cost, Stores and Purchasing. Knowledge of
Statistics and Graphics; age 26; married.

Address Box 164 c/o Journal of Accountancy

with office
Washington, D. C, inAccountant
modern building sit
uated opposite the U. S. Treasury, will represent out-oftown Accounting Firm.

XV

HELP WANTED
Permanent positions for
two first-class account
ants with general accounting experience, and one firstclass cost accountant. State experience, salary required
and give references. Barrow, Wade, Guthrie & Co.

Senior Accountants

For Street Railway, Light
and Power and Steam
Railroad System, operating in the Island of Porto
Rico. Excellent opportunity for bright young man with
executive ability.
State age, experience and salary
wanted. Furnish reference when replying. Porto Rico
R. L. & P. Co., 90 West St., New York.

Assistant Auditor

Address Box 159 c/o Journal of Accountancy

Wanted

Young man of 25 years,
now associated with the
Internal Revenue, desires a change to private corpora
tion or accounting firm in or near Boston. University
education and qualified in income tax claims procedure.

Situation Wanted

Address Box 166 c/o Journal of Accountancy

age 28, com
Auditor-Accountant married,
petent and progressive;

specialist in branch house accounting, consolidations
and income tax. Experienced Internal Revenue auditor
on consolidated tax returns. Open for position with
live corporation or public accounting firm. Will locate
anywhere.
Address Box 168 c/o Journal of Accountancy

established business
Public Accountant with
and well equipped office,

desires to consolidate with Certified Public Accountant
of Accounting firm for the purpose of expanding busi
ness.
Address Box 172 c/o Journal of Accountancy

A New York C. P. A. required by up
state firm of accountants. Applicant
must have thorough public accounting experience. Am
bitious and not over thirty-five years of age. Salary
commensurate with services. Excellent opportunity for
the right man.
Address Box 155 c/o Journal of Accountancy
One who has had actual
Public Accounting Ex
perience, to locate in Ohio; must be able to take en
tire charge of audits, devise production and factory
cost on predetermination basis. Salary based on ap
plicant’s experience and worth. Answer in own handwriting, giving full details, all of which will be held
strictly confidential.
Address Box 153 c/o Journal of Accountancy

Senior Accountant

Wanted—At Once

Senior Accountant—C. P. A.
Senior Accountant—not certified.
Apply by letter in own handwriting, stating expe
rience, qualifications, references and commencing salary
expected.
All communications will be treated in strictest confi
dence.
BILLINGS, PROUTY & TOMPKINS,
Certified Public Accountants, Des Moines, Iowa.
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Certified Public Accountant
to take charge of audit work for nationally known firm
of Public Accountants. Must be good executive and
business builder capable of making critical examination
of a business and constructive recommendations. Reply
stating your qualifications and past record of accom
plishment. Must be willing to travel.
Address Box 171 c/o Journal of Accountancy

Manager Wanted
A prominent firm of accountants requires a manager for

its Chicago office, preferably a member of the American

Institute or C. P. A. of Illinois or some other State
where the degree has a recognized standing. The re
sponsibility, prospects, and compensation make this an
exceptional opportunity.

INDUSTRIAL CONCERN
Wants for its general auditing
staff, college or technical school
graduates under 30 years of age
for important constructive ac
counting and analytical work.

State essential qualifications fully in first letter, which

will be received in confidence.

Address Box 176 c/o Journal of Accountancy

Industrial Accountants
Large firm of Industrial Engineers needs a few
more high grade men for Accounting Division:
(1) A salesman of accounting service.
(2) A supervisor of accountants and
(3) Several staff men.
Applicants should thoroughly understand funda
mentals of functional organization, financing,
practical commercial accounting, cost accounting,
stores and production control, compilation of pay
rolls, office methods and appliances; should be
capable of making a critical examination and con
structive report of a business. Practical account
ants who have achieved executive positions
through demonstration of their ability to handle
big problems are the type desired.
Applicants will be located in different localities
for several months at a time. Salary commen
surate with worth.

Address Box No. 169,
care of
Journal of Accountancy.

ANALYSIS PAPER
Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.
Send for price list and samples.

L H. BIGLOW & COMPANY, Inc.
24 BEAVER STREET
NEW YORK

Address Box 170 c/o Journal of Accountancy

The Lloyd-Thomas Co.

RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS
ENGINEERS

CHICAGO
BRANCHES: Cincinnati, Cleveland, Detroit, Indianapolis, Milwaukee, Toronto, Pittsburgh, St. Louis
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Registration For The Regular Fall Term
Beginning September 21, 1920, of the

NEW YORK UNIVERSITY
SCHOOL OF COMMERCE
ACCOUNTS and FINANCE
commences September 1, 1920. Students from outside of the
metropolitan area are urged to register as soon after this date as
possible, as all seats are assigned according to registration.

The regular bulletin for the School year 1920-1921 describing in
detail the courses in Accounting, Advertising and Marketing,
Finance, Economics, Public Affairs, Management, Journalism and
Foreign Trade will be sent upon request. Address all communica
tions to:
The Secretary.

32 Waverly Place

New York City.

New Supplement to

MATHEMATICS for
the ACCOUNTANT
The demand for sets of tables to
accompany Mathematics for the
Accountant has been so urgent that
the author has prepared them as a
supplement to this volume. These
tables will be ready about July 1st and
will sell for 75 cents. The text and
supplement together sell for $3.00.
The text alone $2.50.

BRIEF CASES
FOR ACCOUNTANTS
AND BUSINESS MEN
The Brief Case illustrated, made of the best grade
Russet Sole Leather, Size 17 x 10½
has three pockets,
each with an expansion of two inches; also one small
pocket size 9 x 5 with flap fastened with snapbutton.
Straps extend entirely around the case; handle is ad
justable on straps, always keeps in the center; has
first class padlock with two keys. Price complete,
$19.00.
Every L.L.B. Brief Case has all the good points of
the best Brief Cases made, plus the particular atten
tion that has been paid to style. Exceptionally strong,
durable and light.
60 other styles from $6 to $19. Send for Catalog No. 27

Biddle Publishing Co.,
Business Books
19 West 44th St. dept. 14-j New York

Express prepaid anywhere in U. S.
if not satisfied.

Money back

L. L. B. CASE MFG. CO.
5 CEDAR STREET, NEW YORK
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Prices, costs, wages,
taxes, rents, fares-the
world demands accurate,
dependable facts in respect to all these
matters. Who is to ascertain, to state,
to certify the value facts so urgently
needed? Is it difficult to answer—to forecast the
future of the professional accountant, the business
technician, the value analyst?
Pace Institute, in New York, Boston, and Washington, provides
intensive, technical courses in Accountancy and Business Ad
ministration—day courses, and evening courses that may be
taken without interference with ordinary business duties—
courses accredited, developmental, immediately helpful.
Both day and evening classes are now being organized to meet
the needs of forward-looking men and women who purpose to
gain immediate headway.

$7 Month’s Trial Instruction
The Pace Courses are also successfully given by Extension through the
mails. The Extension Course—covering the same subjects as does the
Resident Course—may be taken for a month’s trial instruction, with the
charge for tuition and texts limited to $7. There is no obligation, express
or implied, to continue.
Send for Bulletin and descriptive booklets, specifying either Resident or
Extension instruction.

Pace Institute
715 G Street, N. W.

30 Church Street

Tremont Temple

Washington, D. C.

New York City, N. Y.

Boston, Mass.
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